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AMENDMENTS  OF  1939  TO  NATIONAL  HOUSING  ACT 


WEDNESDAY,  FEBRUARY  15,   1939 

House  of  Representatives, 
Committee  on  Banking  and  Currency, 

Washington^  D.  C, 
The  committee  met  at  10 :  30  a.  m.  to  consider  H.  R.  3232,  Hon. 
Henry  B.  Steagall  (chairman)  presiding. 

Present :  Messrs.  Steagall,  Williams,  Spence,  Brown,  Patman, 
Barry,  Sacks,  Gore,  Mills,  Martin,  Folger,  Hull,  Luce,  Crawford, 
Gamble,  Simpson,  Johnson,  Kean,  Sumner. 

The  Chairman.  We  have  here  Mr.  Stewart  McDonald,  Adminis- 
trator of  the  Federal  Housing  Administration,  who  will  discuss  H.  R. 

(The  bill  H.  R.  3232  is  as  follows :) 

[H.  R.  3232,  76th  Cong.,  1st  sess.] 
A  BILL  To  amend  the  National  Housing  Act,  and  for  other  purposes 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United 
States  of  America  in  Congress  assembled,  That  the  National  Housine  Act  n<i 
amended,  be  further  amended  as  follows : 

refd^"  ^f  fi"^^*^*^^  ^^^   ^*  section  203  of  title  II  of  said  Act  is  amended  to 

"Sec.  203.  (a)  The  Administrator  is  authorized,  upon  application  bv  the 
mortgagee,  to  insure  as  hereinafter  provided  any  mortgage  offered  to  him  which 
IS  eligible  for  insurance  as  hereinafter  provided,  and,  upon  such  terms  as  the 
Administrator  may  prescribe,  to  make  commitments  for  the  insuring  of  such 
mortgages  prior  to  the  date  of  their  execution  or  disbursement  thereon  •  Pro- 
yided  That  the  aggregate  amount  of  principal  obligations  of  all  mortgages 
S,OOo!oOO."  ^""^  ^°^  outstanding  at  any   one  time  shall  not  eS 

to?e£  asfoUows?^  ^  ""^  subsection  (b)  of  section  203  of  title  II  is  amended 

"(1)  Have  been  made  or  assigned  to,  and  be  held  by,  a  mortgagee  anoroved 
by  the  Administrator  as  responsible  and  able  to  service  the  mortgage  nronprlv^ 

Sec.  4.  Paragraph  3  of  subsection  (b)  of  section  203  of  title  II  is  amen.W 
by  striking  out  the  words  "until  July  1, 1939".  amended 

Sec.  5.  Subsection  (b)  of  section  203  of  title  II  is  amended  by  adding  to  the 
foHows-^^      subsection  a  new  paragraph  to  be  known  as  paragraph   (8)   as 

"(8)  Any  contract  of  insurance  heretofore  or  hereafter  eTPcntPd  hv  f>i« 
Administrator  under  tiiis  title  shall  be  conclusive  evidence  of  the  elSbilL  nf 
the  mortgage  for  insurance  and  render  the  validity  of  such  contract  of  i^^^^^^ 
ance  incontestable  in  the  hands  of  an  approved  mortgagee  from  the  Ltp  of 
Znga^eT'"'  ^^'^^'  *''  ^''"^  ''  misrepresentation  on  the  part  of  the  Tnsur^ 
foHowsf*  Subsection   (a)   of  section  204  of  titte  II  is  amended  to  read  as 

"(a)  In  any  case  in  which  the  mortgagee  under  a  mortgage  insured  imdA^ 
section  203  or  section  210  shall  have  foreclosed  and  ^ker^o<^^^^Zl  Tt^l 
mortgaged  property  in  accordance  with  regulations  Tandl^thTa  pTrL^^^^ 
determined  by.  the  Administrator,  or  shall,  with  theTnsTnt  of  thf  Admfni^s 
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trator,  have  otherwise  acquired  such  property  from  the  mortgagor  after  default, 
the  mortgagee  shall  be  entitled  to  receive  the  benefit  of  the  iiisurauce  as  here- 
inafter provided,  upon  (1)  the  prompt  conveyance  to  the  Administrator  of  title 
to  the  property  which  meets  the  requirements  of  rules  and  regulations  of  the 
Administrator  in  force  at  tlie  time  the  mortgage  was  insured,  and  which  is 
evidenced  in  the  manner  prescribed  by  such  rules  and  regulations,  and  (2)  the 
assignment  to  him  of  all  claims  of  the  mortgagee  against  the  mortgagor  or 
others,  arising  out  of  the  mortgage  transaction  or  foreclosure  proceedings,  except 
such  claims  as  may  have  been  released  with  the  consent  of  the  Administrator. 
Upon  such  conveyance  and  assignment  the  obligation  of  the  mortgagee  to  pay 
the  premium  charges  for  insurance  shall  cease  and  the  Administrator  shall, 
subject  to  the  cash  adjustment  hereinafter  provided,  issue  to  the  mortgagee 
debentures  having  a  total  face  value  equal  to  the  value  of  the  mortgage  and  a 
certificate  of  claim,  as  hereinafter  provided.  For  the  purposes  of  this  subsection, 
the  value  of  the  mortgage  shall  be  determined,  in  accordance  with  rules  and 
regulations  prescribed  by  the  Administrator,  by  adding  to  the  amount  of  the 
origmal  principal  obligation  of  the  mortgage  which  was  unpaid  on  the  date  of 
the  institution  of  foreclosure  proceedings,  or  on  the  date  of  the  acquisition  of 
the  property  after  default  other  than  by  foreclosure,  the  amount  of  all  pay- 
ments which  have  been  made  by  the  mortgagee  for  taxes,  ground  rents,  and 
water  rates,  which  are  liens  prior  to  the  mortgage,  and  special  assessments 
which  either  become  liens  after  tlie  date  of  the  insurance  of  the  mortgage  or 
which  are  noted  on  the  application  for  insurance,  insurance  on  the  mortgaged 
property,  and  any  mortgage  insurance  premiums  paid  after  either  of  such  dates, 
and  by  deducting  from  such  total  amount  any  amount  received  on  account  of 
the  mortgage  after  either  of  such  dates,  and  any  amount  received  as  rent  or 
other  income  from  the  property,  less  reasonable  expenses  incurred  in  handling 
the  property,  after  either  of  such  dates:  Provided,  That  with  respect  to  mort- 
gages which  are  accepted  for  insurance  prior  to  July  1,  1941,  under  section  203 
(b)  (2)  (B)  of  this  Act,  and  which  are  foreclosed  before  there  shall  have 
been  paid  on  account  of  the  principal  obligation  of  the  mortgage  a  sum  equal 
to  10  per  centum  of  the  appraiser  value  of  the  property  as  of  the  date  tlie 
mortgage  was  accepted  for  insurance,  there  may  be  included  in  the  debentures 
issued  by  the  Administrator,  on  account  of  foreclosure  costs  actually  paid  by  the 
mortgagee  and  aiiproved  by  the  Administrator  an  amount  not  in  excess  of  2  per 
centum  of  the  unpaid  principal  of  the  mortgage  as  of  the  date  of  the  institution 
of  foreclosure  proceedings,  but  in  no  event  in  excess  of  $75." 

Sec.  7.  The  last  sentence  of  subsection  (b)  of  section  301  of  title  III  is 
amended  to  read  as  follows:  "If  the  Administrator  is  of  the  opinion  that  the 
establishment  of  such  an  association  is  desirable  to  provide  a  market  for  mort- 
gages insured  under  title  II  and  is  in  the  public  interest,  that  the  incorporators 
transmitting  the  articles  of  association  are  responsible  persons,  and  that  such 
articles  of  association  are  satisfactory  in  all  respects,  he  may  issue  or  cause  to 
be  issued  to  such  incorporators  a  certificate  of  approval,  and  the  association 
shall  become,  as  of  the  date  of  issuance  of  such  certificate,  a  body  corporate 
by  the  name  set  forth  in  its  articles  of  association." 

Sec.  8.  Paragraph  4  of  subsection  (c)  of  section  301  of  title  III  is  amended 
to  read  as  follows : 

"(4)  To  conduct  its  business  in  any  State  of  the  United  States  or  in  the 
District  of  Columbia,  Alaska.  Hawaii,  or  Puerto  Rico  and  to  have  one  or  more 
offices  in  such  States  or  in  the  District  of  Columbia,  Alaska,  Hawaii,  or  Puerto 
Rico,  one  of  which  offices  shall  l>e  designated  at  the  time  of  orjjanization  as  its 
principal  office." 

Mr.  McDonald,  the  Committee  will  be  glad  to  have  vou  proceed 
in  your  own  way.  I  will  suggest  that  it  might  be  well  for  you  to 
review  briefly  the  history  of  the  Federal  Housing  Act  and  the 
amendments  which  have  been  heretofore  adopted,  bringing  the  picture 
down  to  date,  in  order  that  we  may  more  closely  follow  the  dis- 
cussion on  the  pending  bill. 

Mr.  Patman.  May  I  suggest  that  this  bill  does  not  include  Title  I, 
and  that  Mr.  McDonald  include  in  his  discussion  title  I.  An  effort 
will  be  made  to  insert  title  I  in  this  bill,  and  I  hope  that  he  will 
discuss  it  from  that  standpoint. 
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STATEMENT  OF  STEWART  McDONALD,  ADMINISTRATOR,  FEDERAL 

HOUSING  ADMINISTRATION 

Mr.  McDonald.  This  bill  was  passed  originally  on  June  27,  1934. 
Owing  to  the  fact  that  it  called  for  rather  revolutionary  methods  of 
insuring  home  mortgages,  it  allowed  the  Administrator  to  insure 
mortgages  at  that  time  to  as  much  as  80  percent  of  the  appraised 
value.  Because  this  was  against  the  law  in  most  State,  practically  a 
year  was  consumated  in  effecting  clauses  in  the  laws  of  those  State. 
In  this  the  F.  H.  A.  was  singularly  successful. 

In  the  meantime,  as  the  Congressman  remarked,  title  I  was  pushed 
aggressively ;  that  was  the  feature  of  the  Act  whereby  lending  insti- 
tutions were  insured  up  to  20  percent  in  order  that  they  might  make 
modernization  and  repair  loans  on  existing  construction.  That  was 
pushed  aggressively,  as  I  say,  because  the  sentiraent  of  Congress 
at  that  time  was  to  administer  that  part  of  the  act  liberally  and  with 
force  in  order  to  get  people  back  to  work  quickly.  So  our  rules 
and  regulations  in  this  respect  were  very  broad  and  liberal.  Under 
this  provision  of  the  act  something  like  $200,000,000  was  originally 
set  aside  to  care  for  anticipated  losses.  After  operating  for  about  a 
year,  as  I  recollect  it,  it  was  found  that  the  losses  would  not,  in  all 
probability,  run  that  high,  and  the  Administration  consented  to  the 
cancelation  of  $100,000,000  of  that  fund.  At  the  same  time  the  in- 
surance was  reduced  from  20  to  10  percent.  Nevertheless  the  volume 
continued  in  a  substantial  amount,  even  though  the  rules  and  regula- 
tions were  made  a  little  more  rigid,  and  when  that  part  of  the  act 
finally  expired  in  1937,  there  had  been  a  volume  of  business  done  of 
approximately  $560,000,000.  Title  I  of  the  act  was  renewed  again 
last  year,  this  time  again  on  a  10  percent  insurance  basis,  but  elim- 
inating certain  features  which  contributed  to  most  of  the  loss,  such 
as  removable  fixtures,  ice  boxes,  kitchen  equipment,  and  so  forth. 
The  present  provision  of  the  act  expires  this  coming  July,  and  now 
shows  a  total  of  $171,000,000  of  insured  notes.  The  total  gross  busi- 
ness to  date  under  title  I  is  $733,000,000  of  loans  insured. 

Now,  under  these  renewed  provisions  of  the  act,  the  restrictions 
were  made  even  more  rigid,  and  the  loss  record  is  more  favorable 
tha  nunder  the  original  provisions.  Total  losses  paid  to  date,  under 
title  I,  have  been  $19,345,000. 

These  claims  have  been  submitted  to  us  by  lending  institutions, 
banks,  finance  companies,  and  so  forth.  We  take  such  claims  which 
they  confess  they  can  no  longer  realize  on,  and  attempt  to  collect 
them  ourselves.  In  that  process  we  have  actually  collected  $2,924,000 
in  cash.  We  have  resold  repossessed  material,  or  turned  it  over  to 
other  governmental  agencies  in  the  amount  of  $3,478,000,  realizing 
$6,402,010  against  that  loss,  bringing  the  total  unrecovered  claims  to 
date  to  $12,900,000 ;  $2,000,000  of  those  are  uncollectible. 

As  to  the  remaining  $10,000,000,  we  feel  that  we  will  collect  30 
cents  on  the  dollar,  depending  a  great  deal  on  the  prosperity  of  the 
country  in  the  succeeding  18  months. 

On  the  original  notes,  where  the  period  was  from  3  to  5  years,  and 
where  some  of  the  original  ones  have  expired,  we  feel  that  we  will 
wind  up  the  entire  title  I  business  with  a  loss  somewhere  between  2 
and  2%  percent. 
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The  Chairman.  What  will  that  figure  be  in  dollars  and  cents? 
Mr.  McDonald.  Probably  around  $15,000,000  net. 
Mr.  Patman.  You  are  averaging  the  two  periods? 
Mr.  McDonald.  Yes. 

Mr.  Patman.  What  is  the  last  period,  after  the  amendment  was 
made? 

Mr.  McDonald.  The  gross  loss  is  six  one-hundredths  of  1  percent 
under  the  renewed  provisions  of  the  act.  We  have  not  had  a  long 
enough  time  to  have  all  of  the  losses  come  in,  but  it  will  be  less  than 
before. 

Mr.  Patman.  What  will  it  be? 

Mr.  McDonald.  From  li/^  percent— it  might  run  as  high  as  2  per- 
cent, but  I  doubt  it. 

Mr.  Williams.  You  say  that  it  will  amount  to  $15,000,000.  It 
seems  to  me  that  you  have  the  figures  too  high,  according  to  your 
statement. 

Mr.  McDonald.  No.  We  have  done  altogether,  under  title  I, 
$733,000,000.  Two  percent  of  that  would  be  about  $14,000,000.  Two 
and  a  half  percent  would  be  higher. 

Mr.  Williams.  What  is  your  loss  up  to  now? 

Mr.  McDonald.  I  have  just  told  you  that  our  losses  up  to  now  on 
unrecovered  claims  are  $12,900,000.  This  is  still  in  the  process  of 
collection.  Probably  we  will  collect  a  third  of  that,  but  I  should  say 
that  our  total  loss  to  date,  net,  if  you  want  me  to  estimate  the  recover- 
able element,  would  be  about  $9,000,000. 

Mr.  Williams.  That  is  what  I  thought,  from  your  statement. 
How  do  you  get  the  $15,000,000? 

Mr.  McDonald.  These  loans  have  yet  a  considerable  period  to 
run.  The  original  loans  were  written  for  a  period  of  from  3  to  5 
years.  Those  written  for  5  years  are  still  to  run.  And  in  that  con- 
nection, Mr.  Congressman,  we  notice  that  the  failure  to  pay  on  these 
notes  is  a  very  sensitive  barometer  of  the  prosperity  of  the  country. 
When  people  are  employed  they  pay  their  notes,  but  as  soon  as  the 
employment  scale  runs  down  even  a  little  bit,  we  begin  to  get  these 
claims. 

Mr.  Williams.  What  class  of  loans  have  you  lost  extensively  on? 

Mr.  McDonald.  On  the  movable  items,  such  as  refrigerators,  under 
the  original  provisions  of  the  act,  which  expired  in  1936.  That  is 
where  we  took  our  largest  losses. 

Mr.  Williams.  Has  there  been  any  loss  with  reference  to  the  new 
building  proposition  under  title  I? 

Mr.  McDonald.  So  far  very  little. 

Mr.  Williams.  You  have  not  had  time 

Mr.  McDonald.  No ;  the  loss  record  does  not  yet  show  on  that.  As 
a  matter  of  fact,  to  date  it  has  been  considerably  lower  than  on  the 
removables.  A  great  many  of  the  loans  on  new  construction  are 
secured  by  first  mortgages,  which  keeps  the  loss  record  down. 

The  Chairman.  Your  total  losses  as  stated  by  you  cover  your  losses 
under  the  disaster  loans,  too  ? 

Mr.  McDonald.  Under  that  provision  of  the  act  the  total  is  $1,105,- 
000.  As  a  matter  of  fact,  the  loss  on  disaster  loans  is  hardly  any 
greater  than  on  the  other  title  I  loans,  but  there  have  not  been  a  great 
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many  of  them  made  under  the  1938  provision  of  the  act.     Out  of 
$171,000,000,  only  $1,000,000  were  disaster  loans. 

Mr.  Spence.  Where  have  you  made  those? 

Mr.  McDonald.  Mostly  in  New  England,  as  a  result  of  the  tornado 
last  fall. 

The  Chairman.  Does  not  your  percentage  of  loss  decrease  as  time 
runs  along? 

Mr.  McDonald.  Some ;  but  not  as  much  as  you  would  think. 

The  Chairman.  In  other  words,  after  a  borrower  pays  for  a  period 
he  is  mighty  apt  to  keep  it  up. 

Mr.  McDonald.  You  would  think  so ;  but  I  made  a  special  investi- 
gation of  that  last  night,  preparing  for  this  hearing,  although  we  do 
check  it  right  along.  You  would  think  that  after  a  man  had  paid  on 
a  loan  for  18  months  he  would  be  apt  to  continue,  and  I  suppose  he 
would  if  he  had  a  job.  The  controlling  factor,  however,  is  whether 
or  not  he  is  employed. 

The  Chairman.  What  you  mean  to  say  is  that  all  of  them  would 
pay  if  they  could;  but  if  they  cannot,  they  won't  do  it.  But  there 
would  be  less  loss  on  the  older  loans,  of  course  ? 

Mr.  McDonald.  Oh,  yes. 

Mr.  Brown.  What  is  the  length  of  the  loans  on  new  construction? 
Seven  years  ? 

Mr.  McDonald.  Seven  years. 

Mr.  Brown.  It  was  10  years  up  to  this  last  year,  was  it  not  ? 

Mr.  McDonald.  No;  it  was  originally  five.  There  was  no  limit 
2)ut  on  it  by  Congress,  but  later  the  administrative  rule  was  seven. 

Mr.  Williams.  What  is  the  practice  with  reference  to  security  in 
connection  with  these  loans  ? 

Mr.  McDonald.  The  lender  is  supposed  to  get  a  mortgage  whenever 
he  can.  But  you  cannot  get  a  mortgage  on  most  of  these  loans — for 
instance,  on  a  paint  job,  where  a  man  is  painting  his  house  under  a 
modernization  plan.  Of  course,  a  great  many  of  these  houses  already 
have  mortgages  on  them.  For  instance,  whenever  the  building  and 
loan  societies  advance  funds  for  a  modernization  job,  they  are  required 
by  law  to  take  a  mortgage.  That  is  one  of  the  reasons  why  the  losses 
incurred  by  the  building  and  loan  societies  have  been  a  great  deal  less 
than  in  any  other  class  of  our  business. 

Mr.  Williams.  Is  there  any  loss  on  these  removable  fixtures  now? 

Mr.  McDonald.  We  have  eliminated  most  of  that  now. 

Mr.  Williams.  Yes ;  you  have  under  the  new  act. 

Mr.  McDonald.  Yes. 

Mr.  Williams.  Do  I  understand  that  that  is  where  your  heaviast 
loss  is? 

Mr.  McDonald.  That  is  very  true. 

Mr.  Spence.  But  those  obligations  still  continue  ? 

Mr.  McDonald.  Oh,  yes;  a  gi-eat  many.  Of  course,  those  things 
cannot  be  sold  for  much. 

Mr.  Spence.  Have  you  a  break-down  as  to  what  your  losses  were 
with  reference  to  personal  property  ? 

Mr.  McDonald.  Yes. 

Mr.  Spence.  And  what  the  losses  were  with  reference  to  improve- 
ments, and  so  on  ? 

Mr.  McDonald.  I  think  so.    Haven't  we,  Mr.  Keegan  ? 
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Mr.  Keegan.  We  can  furnish  that.    We  do  not  have  it  here 

Mr.  Spence.  And  what  the  losses  are  with  reference  U)  the  new 

construction  ? 

Mr.  Keegan.  Yes.  .      .„  ,  .  ,    , 

Mr  Spence.  If  you  will  give  us  that  it  will  be  appreciated. 
(The  statements  called  for  are  reproduced  below.) 

Federal  Housing  Administration 

Type  of  improvement:  Claims  paid  on  defaulted  notes  insured 
under  title  I  of  original  act 

[Based  on  a  selected  sample,  as  of  Feb.  28, 1938]  


Table  1. — 


Percent  of  total  number  of  claims 
paid  on  defaulted  notes  insurea 
for— 

Type  of  improvement  reported  » 

Single- 
family 
dwellings 

other  than 
single- 
family 

dwellings 

All  types 
of  property 

Refrigeration.. 

31.9 

18.8 

12.5 

10.1 

7.4 

4.5 

3.8 

2.8 

2.4 

2.1 

1.4 

1.0 

1.0 

.3 

37.5 

16.5 

8.7 

5.5 

5.1 

2.6 

3.4 

1.8 

2.2 

1.7 

2.9 

.8 

11.1 

.2 

34.1 
17.9 

Heating  equipment » - 

11.0 
8.3 
6.5 
3.8 
3.7 
2.4 
2.3 
1.9 
2.0 

.9 
4.9 

.3 

Wasnmg  maciimes 

Roofing - 

Building  repairs - 

Building  auuiiions 

Gas  ranges - 

Painting  exterior.. - 

Remodeling 

Plumhmg 

Electrical  equipment 

Interior  nnisn  ' 

All  other  equipment ' 

A 11  nf  Viar  oltAratinns  nr  renairs  ' -----.. 

Total 

100.0 

100.0 

100.0 

1  Les.  than  1  percent  of  the  total  claims  failed  to  state  purpose  for  which  proceeds  of  notes  were  used. 

i  mcludSg  boS,  wSer  heaters,  stokers,  oU  burners,  portable  oil  heaters,  etc. 

;  iScS  ffSlionlTanr^^^^^^^^  manufacturing  and  professional  office  equip- 

» Including  cement  work,  terminex  treatment,  etc. 

jJote.-Excluding  claims  paid  on  class  A  ($2,000  to  $50,000)  notes  and  on  notes  payable  on  other  than  a 
monthly  basis. 

LOSSES    FROM    RESIDENTIAL    CONSTRUCTION    LOAJJS    INSURED    UNDE»    TlTLEi   I 

The  amendment  to  the  act  of  Febmary  3   1938   permitted  the  insurance  of 
residential  structure  loans  under  section  2  of  title  1.  «4Q16  35 

To  date  two  claims  for  loss  have  been  submitted,  amounting  to  $4,yit).i50. 

iV  may  be  noted  that  sufficient  time  has  not  elapsed  m  which  to  express  a 
propeTand  adequate  opmion  as  to  experience  on  this  operation. 

Mr.  WiMJAMS.  Eight  in  that  connection,  on  construction  work, 
voii  always  require  a  mortgage  on  that? 

Mr.  Keegan.  Where  the  term  is  more  than  5  years,  we  require  a 
mortiraffe  on  the  new  construction,  under  title  I. 

Mr^  WiixiAMS.  Wliy  not  require  a  mortgage  on  all  loans  regardless 

of  the  term  for  which  they  run  ?         .     ,      .      ^i.       r  ^i,      ^of 

Mr  Keegan.  Usually,  if  the  term  is  shorter  than  5  years,  the  cost 
of  the  loan  is  small.  It  is  a  small  job,  perhaps  a  small  summer  place. 
For  that  reason,  and  also  to  avoid  unnecessary  hardship  such  as  the 
cost  of  title  search,  and  so  forth,  we  do  not  require  a  mortgage  m 
connection  with  small  loans.     However,  there  is  a  great  deal  to  be 
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said  for  the  idea  of  requiring  one,  even  though  it  does  put  a  cost 
on  the  borrower  that  is  relatively  high. 

Mr.  Spence.  Now,  give  us  what  your  potential  liability  is  on  exist- 
ing obligations. 

Mr.  McDonald.  Under  title  I? 

Mr.  Spence.  Yes.  In  other  words,  how  many  of  these  mortgages 
are  still  in  full  force  and  effect  ? 

Mr.  McDonald.  What  percentage  of  the  original  $560,000,000  has 
been  paid  off?  We  cannot  get  that  accurutelyi.  We  cannot  do  any 
more  than  estimate  it  because  the  lending  institutions  keep  those 
records  and  do  not  have  to  report  their  payments  to  us. 

Mr.  Spence.  You  might  give  the  anticipated  loss. 

Mr.  McDonald.  Mr.  Thompson,  have  you  an  estimate  on  that? 

Mr.  Thompson.  Our  estimated  outstanding  balance  as  of  January 
1, 1939,  is  a  total  of  $18,000,000,  against  the  original  20-percent  loans, 
and  $46,000,000  against  the  10-percent  reserve,  a  total  of  approxi- 
mately $64,000,000  under  the  provision  of  the  original  act  which 
expired  in  April  1937. 

Now,  under  tlie  amended  act,  under  which  $171,000,000  was  loaned 
during  this  calendar  year  just  closed,  of  course  very  little  has  actually 
run  off,  so  that  practically  all  of  the  $171,000,000— at  least  $150,000,000 
of  it — ^is  still  unpaid.  There  is  approximately  $64,000,000  under  the 
provisions  which  expired  in  April  1937.  But  that  is  only  an  estimate, 
because  the  lending  institutions  do  not  report  to  us  each  month  the 
payments  received. 

Mr.  McDonald.  The  other  phase  of  the  Federal  Housing  activity 
is  insurance  of  mortgages  on  small  homes  and  large-scale  rental  hous- 
ing operations,  which  in  volume  far  surpass  the  activities  under  title  I 
of  the  act.  This  is  now  the  principal  activity  of  the  Federal  Housing 
Administration. 

Mr.  Williams.  But  you  are  referring  to  title  I  now.  Does  the 
Administration  have  any  thought  of  asking  that  title  I  be  continued? 

Mr.  McDonald.  I  was  endeavoring  to  follow  the  suggestion  of  the 
chairman  in  giving  a  brief  outline  of  what  have  been  the  Federal 
Housing  Administration's  activities  down  to  date  and  then  to  discuss 
this  new  bill. 

Mr.  WiixiAMs.  Bnt  the  new  bill  does  not  enter  into  title  I. 

Mr.  McDonald.  The  new  bill  makes  no  mention  of  it. 

Mr.  Williams.  That  is  why  I  am  inquiring  about  it  now. 

Mr.  McDonald.  Do  you  want  my  idea  now  ? 

Mr.  Williams.  I  think  now  is  the  time  to  get  it. 

Mr.  McDonald.  My  idea  is  that  it  should  be  dro})ped.  I  do  not 
think  the  United  States  Government  need  continue  to  guarantee  the 
notes  of  banks  or  other  lending  institutions  so  as  to  encourage  them 
to  lend  money  at  high  rates  of  interest,  especially  after  they  have  had 
5  years'  experience  to  show  them  how  it  can  be  done.  I  think  that 
there  was  some  reason  for  it  originally,  when  they  did  not  know  what 
the  average  loss  record  might  be,  what  the  expense  would  be,  what  the 
experience  would  be.  and  so  forth  and  so  on.  But  now  they  have 
been  given  5  years'  experience.  For  any  that  have  not,  we  can  give  it 
to  them.    I  mean  Ave  can  tell  them  what  their  loss  record  will  be. 

Generally  speaking,  on  the  other  hand,  the  banks  have  a  very  clean 
record  with  us.  They  have  conducted  this  business,  as  a  whole,  in  a 
very  high  manner.    They  have  not  taken  advantage  of  the  fact  that 
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they  had  Government  insurance  at  all.  We  find  that  the  bankers 
have  handled  the  business  just  the  same  whether  there  was  insurance 
or  not. 

Mr.  Brown.  Do  I  understand  that  you  are  against  loans  up  to  $2,500 
on  new  construction? 

Mr.  McDonald.  I  am  against  doing  it  in  any  way  under  this  pro- 
vision of  the  act,  and  I  do  not  believe  we  need  continue  the  other 
features  of  title  I. 

Mr.  Brown.  The  people  of  the  country  are  more  for  this  than  for 
any  other  feature  oi  your  bill. 

Mr.  McDonald.  There  is  no  reason  why  the  local  banks  cannot 
continue  that  business  if  they  want  to. 

Mr.  Patman.  If  this  committee  should  decide  to  put  title  I  in  any- 
way, do  you  have  any  suggestions  as  to  what  the  amendments  should 
contain  ? 

Mr.  McDonald.  Yes ;  we  have  some  suggestions. 

Mr.  Patman.  Would  you  mind  stating  what  they  are  ? 

Mr.  McDonald.  I  think  that  it  should  be  limited  to  a  $2,500  loan, 
and,  except  on  a  complete  house,  it  should  be  limited  to  3  years,  and, 
furthermore,  I  think  that  the  lending  institutions  could  pay  us  an 
annual  premium  of  at  least  1  percent  for  the  insurance  which  the 
Government  grants. 

Mr.  Patman.  You  would  not  object  to  it  with  those  provisions  in  it? 

Mr.  McDonald.  I  would  rather  not  have  it  at  all. 

Mr.  Brown.  That  would  be  quite  a  hardship,  to  limit  it  to  3  years. 

Mr.  McDonald.  On  the  small  repairs  ?  We  anticipated  10  years  on 
the  so-called  class  3  loans. 

Mr.  Spence.  That  in  effect  would  put  it  under  title  II. 

Mr.  McDonald.  No  ;  title  II  runs  for  25  years.  I  think,  incidentally, 
that  this  matter  of  building  a  small  house,  a  $2,500  house,  under  title  I, 
when  it  could  just  as  well  be  built  under  title  II,  on  the  theory  that  it 
is  benefiting  some  poor  man,  is  a  mistake.  In  the  first  place,  it  costs 
him  a  great  deal  more  under  title  I  than  it  would  under  title  II,  and 
the  fact  that  that  house  is  built  under  title  I  is,  as  a  general  rule,  in 
order  to  avoid  the  rigid  examination,  the  careful  scrutiny,  and  the 
inspection  which  the  F.  H.  A.  insists  upon  for  his  protection  under 
title  II.  Under  title  I  these  houses  can  be  built  anywhere,  any  place, 
out  of  any  kind  of  material. 

Mr.  Williams.  That  is  the  main  thing  in  it.  Under  title  I  they  can 
build  them  anywhere,  but  there  are  certain  limitations  prescribed  by 
your  organization  which  will  not  permit  them  to  build  except  in  certain 
localities. 

Mr.  Brown.  In  my  section  of  the  country  a  $2,500  house  is  a  good 
house,  and  we  will  get  very  little  under  title  II. 

Mr.  McDonald.  I  have  inspected  at  Miami,  Fla.,  a  big  string  of 
houses — I  forget  how  many,  but  at  least  300  or  400 — and  the  same  kind 
of  house  could  be  built  in  your  section  of  the  country  selling  for  $2,750, 
with  payments  at  the  rate  of  $16.80  per  month. 

Mr.  Hull.  About  what  would  that  be  in  Minneapolis  and  St.  Paul? 

Mr.  McDonald.  The  payment  for  the  same  mortgage  would  be  more 
or  less  the  same. 

Mr.  Hull.  What  about  the  cost  of  the  house? 
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Mr.  McDonald.  It  would  cost  more  in  Minneapolis,  because  a  man 
cannot  live  in  the  same  kind  of  a  house  in  Minneapolis  that  he  can  and 
does  in  Florida. 

Mr.  Hull.  If  you  put  a  limit  on  the  amount  that  you  will  insure,  you 
are  favoring  one  section  of  the  country  against  another  section,  are 
you  not? 

Mr.  McDonald.  The  Minneapolis  houses  can  be  taken  care  of  under 
title  II. 

Mr.  Hull.  I  know ;  but  we  are  talking  about  title  I.  Is  there  any 
reason  why  one  section  of  the  country  should  have  a  limit  of  $2,500  ? 

Mr.  McDonald.  Nobody  would  want  to  build  a  house  under  title  I 
for  more  than  $2,500,  because  it  costs  him  more  on  the  loan. 

Will  you  explain  that.  Dr.  Fisher  ? 

Dr.  Fisher.  Under  title  I,  on  a  $2,500  loan,  with  a  7-year  financing 
and  a  $3.50  discount,  which  is  the  maximum  now  pennitted  on  a 
new  house  under  title  I,  and  with  a  loan  of  $2,500,  we  estimate  the 
aA^erage  monthly  payment  for  $1,000  of  the  proceeds  of  the  loan  as 
$14.73.  Under  title  II,  on  a  25-year  mortgage,  the  cost  is  $5.08  per 
month  per  thousand. 

Mr.  Spence.  Would  1-percent  premium  per  annum  cover  any  losses 
that  the  Administration  might  sustain  by  reason  of  those  loans? 

Mr.  McDonald.  If  we  had  1  percent  per  annum  this  year,  we 
would  have  an  extra  income  of  some  $5,000,000. 

The  Chairman.  Is  it  not  usually  more  desirable  that  the  borrower 
should  cancel  his  notes  in  from  5  to  7  yeai*s  ? 

Mr.  McDonald.  If  he  had  as  good  a  house.  The  only  trouble  is 
that  that  is  more  difficult  to  control  under  title  I.  We  have  no  way  of 
supervising  it. 

The  Chairman.  Let  me  ask  you  this :  Wliat  do  you  estimate  would 
be  the  attitude  of  lending  institutions  if  you  imposed  an  assessment 
of  1  percent  for  extending  insurance  ? 

Mr.  McDonald.  That  would  be  merely  a  supposition  on  my  part. 
1  do  not  know.  I  do  not  think  that  they  would  like  it  to  start  with, 
but  I  think  that  they  would  take  it.  They  would  still  be  getting 
over  a  7-percent  return,  which  is  pi-etty  sweet. 

Mr.  Williams.  While  we  am  on  that  question:  You  made  these 
loans  under  title  I  on  existing  buildings,  or  just  new  buildino-s? 

Mr.  McDonald.  All  of  them.  ^ 

I  want  to  show  you  the  type  of  stuff  that  can  be  built  under  title  I 
that  we  did  not  supervise.  ' 

(Certain  photographs  here  were  handed  to  members  of  the  com- 
mittee.) 

Mr.  Johnson.  I  have  a  communication  here  from  the  real-estate 
board  in  a  town  of  about  60,000.  They  have  taken  a  great  deal  of 
interest  in  this  matter,  and  they  say  that — 

It  is  the  opinion  of  the  Terre  Haute  Real  Estate  Board  that  in  this  com- 
munity and  also  in  similar  communities  over  the  country  generally  approxi- 
mately 70  percent  of  those  who  want  to  buy  and  are  able  to  pay  for  homes 
cannot  receive  any  benefit  from  the  Federal  Housing  Administration  for  the 
reason  that  the  majority  of  prospective  home  buyers  need  loans  on  much  lower 
cost  homes  than  can  be  produced  under  title  II  requirements,  and  the  payments 
are  too  high  under  title  I.  Following  are  facts  which  we  are  this  day  mailing 
to  the  Federal  Housing  Administrator,  Washington,  D.  C,  in  a  petition  re^^ard- 
ing  this  matter :  * 
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At  least  7  out  of  every  10  families  in  this  community  who  are  now  renters, 
who  want  to  become  home  owners,  and  who  will  pay  for  a  modest  home  if  given 
an  opportunity,  do  not  have  an  income  sufficient  to  pay  more  than  $10  to  $12 
per  month  for  principal,  interest,  and  mortgage  insurance  or  about  $12  to  $14 
with  taxes  and  casualty  insurance  added.  They  are  the  middle  half  of  our 
families  and  have  less  than  $1,400  per  year  income. 

They  cannot  buy  homes  which  meet  the  minimum  standards  required  under 
title  li  of  Federal'  Housing  Administration.  They  will  be  happy  to  own  a  home 
as  provided  for  under  title  I.  Regulation  No.  21,  as  revised  March  18,  1938. 
limits  the  maximum  maturity  of  title  I  insured  loans  for  new  residential 
structures  to  7  years  and  32  days.  This  makes  the  monthly  payments  so  high 
that  it  deprives  these  prospective  home  buyers  of  the  beiielits  of  the  Federal 
Housing  Administration. 

A  $1,200  loan  under  present  Federal  Housing  Administration  title  I  regulations 
retpiires  pavments  of  approximately  $17.60  per  month,  while  a  $2,200  loan  under 
title  II  can" be  arranged  to  require  only  $13.31  per  month.  It  hardly  seems  fair 
to  allow  the  more  well-to-do  families  a  maximum  period  of  25  years  to  pay  for 
a  home  and  require  those  with  smaller  incomes  to  pay  for  their  homes  in  less 
than  one-third  of  that  time. 

Approximately  48  percent  of  our  families  now  own  or  are  buying  their  homes. 
They  include  principally  the  one-fourth  with  the  highest  incomes  and  those  who 
have  inherited  a  home  or  wealth  with  which  to  buy.  More  than  90  percent  of 
all  the  families  that  have  been  helped  to  buy  or  build  a  new  home  by  Federal 
Housing  Administration  insured  mortgages  have  been  from  these  two  classes. 
We  appreciate  this  help,  are  grateful  to  the  Administration  which  has  provided 
it,  and  trust  it  will  be  continued  as  long  as  the  need  exists. 

But  todav  more  than  70  i)ercent  of  our  really  good  prospects  for  the  purchase 
of  a  home  are  being  overlooked.  The  present  need,  especially  in  towns  and  in 
cities  of  less  than  100,000,  is  for  some  way  to  help  good,  deserving  families  who 
can  and  will  pay  for  a  home  that  will  cost  $1,200  to  $1,800.  They  can  pay  10 
percent  to  20  percent  cash  and  about  $8  per  month  for  principal,  interest,  and 
mortgage  insurance  on  each  $1,000  borrowed.  Substantial,  attractive  homes 
which  will  conform  to  title  I  requirements  for  new  dwellings  can  be  provided 

here  at  this  price. 

If  the  loans  are  to  be  made  through  local  or  private  lending  institutions, 
some  method  will  be  required  to  enlist  their  support  equal  to  that  now  being 
given  title  II  loans. 

What  happens  when  one  of  these  middle-class  families  wants  to  start  buying 
a  home  today?  Local  financial  institutions  will  not  loan  more  than  50  percent 
and  Federal*  Housing  Administration  regulations  require  too  large  monthly 
payments.  The  answer  is  that  they  do  one  of  three  things:  (1)  They  continue 
as  renters,  (2)  if  they  buy  they  must  take  something  less  than  the  standard  of 
Federal  Housing  Administration  title  I  requirements  for  new  residences,  (3) 
or  they  undertake  larger  payments  than  they  can  carry  out. 

It  is  almost  impossible  for  those  whose  intimate  contacts  are  with  the  class  of 
families  whose  annual  incomes  are  above  $1,500  per  year  to  realize  that  the 
greatest  opportunity  to  promote  home  ownership  is  now  among  this  middle  half 
with  incomes  of  less  than  $1,400.  Time  and  again  we  are  told  by  officials  who 
are  sincerely  interested  in  better  housing  that  "for  Federal  Housing  Adminis- 
tration to  oiicourage  the  buying  and  building  of  dwellings  below  title  II  stand- 
ards would  create  slums  and  defeat  the  Federal  Housing  Administration  purpose 
of  providing  decent  housing  in  this  country."  One  member  of  this  committee 
bas  spent  27  years  and  another  25  years  in  selling  homes  in  this  city.  If  those 
who  think  $1,200  to  $1,800  homes  will  create  slums  could  only  have  the  oppor- 
tunity to  know  the  facts  as  we  know  them,  they  would  realize  that  this  middle 
half  of  our  citizens  have  the  qualities  of  mind  and  spirit  which  make  good, 
wholesome  communities. 

Mr.  F.  B.  Arnold  and  family  and  Mr.  and  Mrs.  Alfred  Pugh  and  son  are  typi- 
cal of  the  majority  of  these  families  whose  cause  we  are  trying  to  present.  We 
believe  that  mortgage-loan  payments  which  they  can  meet  will  also  help  not  less 
than  5,000.000  other  families  of  the  United  States  to  become  home  owners.  Tlie 
Arnold  family  wanted  a  home  with  a  plot  of  land  where  they  could  have  a 
garden.  One  hundred  dollars  cash  and  $12  per  month  was  as  much  as  they 
could  pay.  They  had  to  start  with  a  "shack"  of  a  house  because  there  is  no 
adequate  way  here  to  finance  the  purchase  of  homes  for  such  families  on  terms 
which  they  can  meet.  Mr.  and  Mrs.  Pngh  have  selected  a  plan  for  a  substantial 
four-room  dwelling  with  two  closets,  basement,  50-foot  driven  well,  electricity, 
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sanitary  outside  toilet  and  garage,  to  cost  $1,800.    Tliey  can  pay  $400  or  more 
cash  and  $14  per  month,  including  taxes  and  casualty  insurance,  but  cannot  get 

it  financed  on  these  terms.  ^/^   ^k   -.a 

Mr.  Arnold's  family  consists  of  wife,  three  children  at  home,  ages  10,  15.  1». 
daughter  married.  He  is  41  years  old,  is  bus  driver  for  the  Terre  Haute  City 
Transportation  System,  has  second  highest  seniority  in  this  work,  income  ranges 
from  $1,000  to  $1,200  per  year,  carries  life,  sick,  and  accident  insurance,  and 
is  educating  his  children.  Attached  are  six  kodak  pictures  showing  the  family 
and  their  home.  They  could  have  a  better  home  if  they  could  get  a  longer 
period  in  which  to  pay  off  a  mortgage  on  a  $1,400  to  $1,000  one. 

Mr  Pugh  is  an  employee  of  Kivits  Bros.,  wholesale  commission  merchants 
of  this  city,  is  34  years  of  age,  has  an  average  income  of  approximately  $1,200 
ner  vear 

We  have  today  mailed  a  petition  to  Mr.  Stewart  McDonald,  Federal  Housing 
Administrator,  Washington,  D.  C,  for  longer  term  loans  on  low-cost  but  sub- 
stantial dwellings  similar  to  those  now  required  under  title  I  regulations  for 
new  dwellings,  and  to  make  them  as  attractive  to  investors  as  are  title  II  loans. 
In  every  community,  ex(!ept  metropolitan  areas,  there  are  many  excellent  loca- 
tions on  which  to  build  them— locations  which  are  entirely  separate  from  those 
where  title  II  loans  are  being  made,  and  which  are  well  suited  to  the  families 

mentioned. 

»•*♦•♦♦ 

p  s  —Our  organization  has  previously  endorsed  the  resolution  passed  by  the 
National  Association  of  Real  Estate  Boards  at  its  thirty-first  annual  conven- 
tion, November  12,  1938,  urging  the  granting  of  insurance  mortgages  on  exist- 
ing dwellings,  so  that  substantial  and  desirable  properties  built  previous  to 
January  1,  1937,  will  not  be  placed  at  a  disadvantage  in  the  market  as  compared 
with  new  dwellings. 

I  presume  tliat  you  have  given  this  whole  matter  a  great  deal  of 
thought.  What  is  your  reaction  to  the  contention  made  here,  that 
the  group  with  incomes  from  $1,000  to  $1,400  a  year,  who  are  desir- 
ous of  buying  a  home,  would  not  be  permitted  under  the  operation  of 
this  act  to  buy  a  home? 

Mr.  McDonald.  ISIr.  Congressman,  we  are  deeply  sympathetic  with 
any  plan  to  provide  suitable  and  proper  homes  for  everybody,  espe- 
cially those  of  the  low-income  group,  and  are  constantly  trying  to 
get  needed  construction  for  them.  But  we  think  it  is  a  mistake  for 
an  man  to  obligate  himself  on  a  moitgage  on  a  piece  of  property 
which  is  of  inferior  construction  and  which  he  will  have  no  equity 
in,  because  the  house  will  depreciate  even  faster  than  his  payments. 

On  the  other  hand,  we  think  that  one  of  the  principal  and  basic 
ideas  back  of  the  Federal  Housing  Administration  must  be  to  have 
adequate  and  substantial  construction.  We  have  here  a  chart  which 
shows  that,  of  all  the  borrowers,  47  percent  during  1938  had  in- 
comes of  $2,500  or  less.  That  class  of  people  is  getting  our  very 
serious  attention ;  and  one  out  of  every  five  of  our  present  borrowers 
has  an  income  of  from  $1,500  to  $2,000. 

Furthermore,  we  have  not  been  without  some  progress  in  getting 
homes  even  cheaper  than  those  you  have  mentioned.  Here  is  an 
article  in  this  week's  Life  magazine  which  has  attracted  attention 
all  over  the  country.  It  shows  a  series  of  40  homes  built  in  Fort 
Wayne,  Ind.  The  cost  of  the  building  material  was  $900.  These 
particular  homes  were  constructed  by  W.  P.  A.  workers.  But  homes 
of  this  type  could  be  built  by  private  industry  for  about  $1,500,  and 
thev  are  nice  little  homes. 

IVIr.  Johnson.  But  that  is  a  wholesale  operation,  and  you  would 
not  put  that  in  the  same  class  with  the  home  that  an  individual  would 
want  to  buy? 


^ 
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Mr.  McDonald.  Yes;  I  would.  There  is  no  reason  why  some  con- 
tractor could  not  build  them.  These  houses  could  be  bought  and 
paid  for  under  the  F.  H.  A.  for  a  very  small  sum,  6  or  i  dollars  a 
month.  Right  now  we  are  insuring  other  types  of  houses  purchased 
on  that  basis,  and  62  percent  of  all  of  the  houses  built  under  the 
Federal  Housing  Administration  plan  have  monthly  pa^^ments,  in- 
cluding interest,  amortization,  and  insurance  premium,  of  less  than 
$30  a  month.     Some  are  as  low  as  $14  a  month.  .     ^i       i 

Mr  Johnson.  But  that  does  not  take  care  of  the  man  m  the  class 
I  am 'speaking  of,  which  is  the  great  group  in  our  country  who  really 

want  to  become  home  owners.  •  i   xi    .  t  i.„^ 

Mr.  McDonald.  I  agree  with  you  entii-ely,  and  I  wish  that  1  had 
a  prompt  solution  of  your  question.  The  only  thing  I  can  say  it  that 
there  are  many  groups  in  the  United  States,  buildmg-supply  people,, 
builders,  and  others  interested  in  this  problem,  who  are  trying  to 
find  some  way  of  building  homes  for  the  great  class  of  people  ot 
lower  incomes.  Down  South  it  is  an  easier  matter,  for  instance  the 
houses  I  cited  in  Florida.  These  people  are  paying  only  $16.80  a 
month  But  up  North,  where  they  have  to  have  basements,  heat, 
and  other  provisions  against  the  rigorous  weather,  it  costs  money. 

I  am  not  correct  in  the  statement  that  I  made,  that  these  houses- 
could  be  bought  for  $6  a  month.  It  is  nearer  $9,  between  nine  and 
ten  dollars  a  month,  I  am  told ;  but  to  buy  a  little  house  ike  that 
for  nine  or  ten  dollars  a  month  is  certainly  a  step  m  the  right 

direction.  ^^    -no 

Mr.  Johnson.  That  is  under  title  11  ? 

Mr.  McDonald.  That  is  under  title  II. 

Mr  Johnson.  Well,  this  letter  that  I  read  to  you  expresses  the 
view  of  the  folks  out  in  that  territory.  Of  course,  there  are  people  m 
this  group  of  income  with  steady  employment  desirous  of  owning  a 
home  who  cannot  take  advantage  of  title  II,  and  title  I  is  prohibitive. 

Mr.  McDonald.  In  cost  ? 

Mr.  Johnson.  Yes.  „r     i  •  i  .i 

Mr.  McDonald.  We  think  so,  too.  We  think  the  proper  answer  is 
to  develop  adequate  and  proper  techniques  in  building  the  small 

home. 

May  I  proceed  ? 

The  Chairman.  You  may  proceed.  .  ^     ^     ^       ...  ^        . 

Mr  McDonald.  Under  title  II.  which  deals  with  the  construction 
of  individual  homes,  the  Federal  Housing  Administration  has  insur- 
ance committed  for  a  matter  of  $1,^04  000,000 ;  $1,300,0^^^ 
has  been  closed.  There  is  still  outstanding  $227,000,000  for  which  we 
are  committed.  The  volume  of  business  coming  in  at  the  present  time 
is  about  a  100-percent  increase  over  the  preceding  year  due  to  the 
I  tremendous  impetus  given  to  home  building  by  the  provisions 
which  you  gentlemen  put  into  the  act  a  year  ago. 

Likewise? the  large-scale  housing,  or  the  rental  phase  of  the  act,  has 
procrressed  very  satisfactorily,  and  there  are  either  built  or  in  course 
of  Construction    approximately    $100,000,000    of    large-scale   rental 

^"^Now^^that  is  a  brief  history  of  the  activities  of  the  Federal  Housing 
Administration  down  to  date.    We  have  conducted  a  business  totaling 
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$3,258,000,000,  which  money  was  all  furnished  by  outside  private 
capital.    Here  is  a  table  giving  details  of  how  that  is  made  up. 
(The  table  referred  to  follows:) 

Volume  in  dollars  of  business  transacted  by  Federal  Housing  Administration, 

by  years 


Total - ----- 

Title  I:  Property  improvement  loans  insured. 
Title  II: 

Sec.  203  mortgages  selected  for  appraisal... 

Accepted  for  insurance --- 

Premium-paying 

Sec.  207  mortgages  accepted  for  insurance. 

Premium-paying 

Sec.  210  mortgages  accepted  for  insurance. 
Premium-paying 


1934 


$30, 450, 538 


1935 


1936 


1  $498.  425. 384 
223. 620, 146 

270. 010,  23S 

170,  594, 864 

93.882.012 

4,  795.  OIK) 

2.  355, 000 


I  $790. 646, 182 
246,149,913 

538, 885,  269 

US,  449.  LW 

308. 945. 106 

5,611.000 

2,  lOi,  000 


Total - -- 

Title  I:  Property  improvement  loans  insured 

Title  II: 

Sec.  203  mortgages  selected  for  appraisal 

Accepted  for  insurance 

Premium-paying 

Sec.  207  mortgages  accepted  for  insurance 

Premium-paying. 

Sec.  2i0  mortgages  accepted  for  insurance 

Premium-paying --- 


1937 


1  .$681, 139,  233 
60, 382, 598 

589, 468,  385 

447,  519,  716 

424.  372, 999 

31, 288. 250 

10,  549, 000 


1938 


1  $1,  257.  589,  364 
172, 747, 308 

1, 010. 584, 906 

647, 949, 074 

473.  246, 124 

67.  533.  300 

43.971,550 

6,723,850 

3,  521, 600 


Total 


»  $3, 258, 250, 746 
733,350.548 

2,40S,948.798 

1,704.512,807 

1.300.446.241 

109,  227,  550 

58,976.559 

6. 7-23. 850 

3,  521, 600 


1  Total  cf  title  I  modernization  and  repair  notes  insured,  mortgages  selected  for  appraisal,  and  rental 
housing  mortgages  accepted. 

As  to  our  loss  on  mortgages  foreclosed  in  respect  to  title  II,  the 
actual  loss  to  date  is  $160,707.59.  That  means  we  had  taken,  in  fore- 
closures, four  hundred  and  some  properties  as  of  December  31,  of 
which  232  have  been  sold.  Perhaps  one-third  of -our  present  loss 
was  the  result  of  inexperience  in  the- early  days  of  the  Administra- 
tion, but  since  then  the  losses  have  been  very  little. 

Mr.  Crawford.  That  is  where  the  private  individuals  made  the 
loan  in  the  first  place  and  you  insured  that  ? 

Mr.  McDonald.  That  is  right. 

Mr.  Crawford.  And  later  you  had  to  take  them  up  and  foreclose 
on  the  property? 

Mr.  McDonald.  That  is  right,  except  that  the  F.  H.  A.  does  not 
foreclose.  The  lending  institution  does  that  and  then  may  elect  to 
turn  the  property  over  to  us. 

Mr.  Crawtord.  What  type  of  property  was  that? 

Mr.  McDonald.  Most  of  it  was  existing  construction,  houses  that 
had  been  built  some  time  before,  on  which  we  insured  the  mortgage 
that  the  banker  or  the  building  and  loan  society  put  on  the  house, 
and  the  man  fell  down  on  his  payments,  and  we  immediately  saved 

it,  if  we  could. 

Mr.  Crawford.  Those  houses  were  constructed  about  when  ? 

Mr.  McDonald.  Eighty  percent  of  the  houses  which  we  have  taken 
over  have  been  houses  on  which  there  was  a  refunding  mortgage. 
In  other  words,  existing  construction.  Twenty  percent  were  on  new 
construction,  including  one  large  loss  on  new  construction,  repre- 

137353—39 2 
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sented  by  a  village  down  here  at  Newport  News,  adjacent  to  the 
Newport  News  Shipbuilding  Co.  We  had  to  take  the  whole  thing 
over  and  rebuild  it.  With  the  exception  of  that,  our  losses  on  new 
construction  have  been  light  indeed^  and  they  have  not  been  heavy 
on  existing  construction.  As  a  matter  of  fact,  our  cancelation  fees 
to  date  have  been  around  $400,000,  which  is  almost  three  times  as 
high  as  the  losses  we  have  incurred. 

Mr.  Johnson.  What  would  be  your  solution  to  the  problem  of  the 
particular  man  whose  income  ranged  from  $1,100  to  $1,400  a  year, 
who   can   only   afford   to   live  in   a   home   costing   between   $1,400 

and  $1,800. 

Mr.  McDonald.  The  analogy  of  the  automobile  business  is  not  too 
far-fetched.  As  every  new  home  is  built,  usually  somebody  moves 
out  of  an  older  home.  That  home  has  value,  and  usefulness,  and  is 
usable,  and,  as  a  rule,  the  man  with  the  smaller  income  takes  the 
place  of  the  man  who  moved  out  in  order  to  move  into  a  new  home, 
just  as  the  man  buying  a  second-hand  car  takes  the  car  of  the  man 
who  is  buying  a  new  one. 

I  do  feel,  however,  that  with  the  many  forces  working  toward  the 
building  of  new  homes — the  lumber  ])eople,  the  brick  men,  and  all  of 
the  various  materialmen  who  are  serious  working  on  this  problem  of 
producing  small  homes  for  less  money — ^the  day  is  not  far  distant 
when  the  people  in  these  income  groups  will  be  able  to  buy  new 

homes. 

Mr.  Johnson.  Carrying  that  a  little  further,  you  mentioned  that 
those  people  usually  take  the  homes  vacated  by  people  purchasing 
new  ones.  What  provision  do  you  think  should  be  made  to  permit 
these  people,  who  take  the  homes  that  are  vacated,  to  buy  them  and 

to  finance  them  ? 

Mr.  McDonald.  They  can  be  financed  under  the  Federal  Housmg 
plan  if  they  have  sufficient  money  to  make  the  down  payment.  The 
great  difficulty  with  a  great  many  people  is  that  they  have  not  been 
prudent  enough  to  save  money  to  make  the  down  payment. 

Mr,  Johnson.  How  much  of  a  down  payment  is  required? 

Mr.  McDoNAiJ).  On  existing  construction,  20  percent;  new  con- 
struction, for  small,  owner-occupied,  new  homes,  10  percent. 

They  seem  to  have  no  difficulty  in  making  a  down  payment  to  buy 
an  automobile,  but  they  have  a  great  deal  of  difficulty  making  one  to 

buy  a  house.  .       ,     , 

Mr.  Johnson.  I  am  speaking  of  the  group  that  I  mentioned,  that 
are  in  position  to  make  a  down  payment  of  probably  10  percent. 

Mr.  McDonald.  They  ought  to  make  a  down  payment  of  20  percent 
on  existing  construction  for  the  purchase  to  be  anywhere  near  safe 
for  them,  and  safe  for  the  lending  institution,  and  safe  for  the  Federal 
Housing  Administration.  It  is  not  safe  for  a  man  to  make  as  small 
a  down  pavment  as  10  percent  on  existing  construction. 
Mr.  Ci?  ^WoRD.  You  consider  it  an  injury  to  the  man  to  extend  such 

credit  to  him?  .       ,  ^     .     .       .,   , 

Mr.  McDonald.  I  do.  I  think  that  there  is  a  lot  of  misguided  sym- 
pathy and  philanthropy  a  lot  of  times  which  works  a  hardship  upon 
the  borrower  rather  than  a  help  to  him. 

Mr.  Williams.  Under  the  present  law,  can  you  finance  existing  con- 
struction on  a  10-percent  basis? 
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Mr.  McDonald.  No,  sir. 

Mr.  Williams.  It  has  to  be  20  percent? 

Mr.  McDoNxVLD.  Yes,  sir.  ^  .  a 

I  would  like  to  read  now  a  resume  of  what  this  new  act  provides,  as 
it  will  answer  a  gi-eat  many  of  these  questions  you  have  asked. 

This  bill  contains  seven  proposed  amendments  to  the  National  Hous- 
ing Act.  Four  of  them— sections  3,  5,  7,  and  8  of  tlie  bill— are  solely 
for  purposes  of  legal  clarification  of  provisions  in  the  act.  None  of 
these  four  amendments  would  in  any  way  change  the  character  of  the 
operations  provided  for  in  the  existing  legislation 

The  three  other  amendments— seditions  2,  4,  and  6  of  the  bm— deal 
with  matters  of  policy  and  have  an  important  bearing  on  I^ .  H.  A 
operations.    I  shall  summarize  these  briefly  and  leave  the  technical 
amendments  to  be  described  by  counsel  later. 

Section  2  is  the  most  important  section  of  the  bill.  It  has  two 
major  purposes:  First,  it  would  remove  the  present  limitation  m  the 
act  that  would  prevent  the  F.  H.  A.,  after  July  1  next,  from  insuring 
any  mortgages  on  existing  houses  unless  the  houses  (a)  had  previously 
been  covered  by  F.  H.  A.  insured  mortgages  or  (h)  were  built  later 

than  January  1, 1937. 

In  other  words,  unless  some  action  is  taken  here  by  you  gentlemen, 
the  F.  H.  A.  must  automatically  drop  out  of  insuring  existing  con- 
struction after  July  1  of  this  year,  which  answers  one  of  your  ques- 
tions. ^  ^  .  V-   1 

Second,  it  would  increase  the  amount  of  mortgage  insurance  which 
the  F.  H.  A.  may  have  outstanding  at  any  one  time  from  $3,000,000,000, 
as  now  provided  in  the  act,  to  $6,000,000,000. 

Section  4  would  make  permanent  a  provisional  change  that  was 
made  in  the  act  last  year— namely,  the  authority  of  the  Administrator 
to  insure  mortgages  up  to  $5,400  for  an  amortization  period  up  to  25 
years,  if  the  mortgage  is  approved  for  insurance  prior  to  the  beginning 
of  construction  and  if  the  house  is  to  be  occupied  by  the  owner. 

If  you  recall,  last  year  you  made  a  provision,  which  expires  this 
July,  allowing  the  Administrator  to  insure  houses  where  the  mort- 
gage was  $5,400  or  less  for  a  period  of  25  years.  Twenty  years  was 
the  normal  period  at  that  time.  As  the  act  now  stands,  the  author- 
ity of  the  Administrator  to  insure  such  mortgages  for  an  amortiza- 
tion period  of  more  than  20  years  will  expire  on  July  1,  next. 

Mr.  Spence.  That  covers  the  $6,000  houses  ? 

Mr.  McDonald.  That  covers  the  $6,000  houses.  I  did  not  touch 
upon  the  bracket  in  between  $6,000  and  $8,600,  which  we  had  a  long 
discussion  on  last  year,  as  you  will  remember. 

In  connection  with  this  special  class  of  mortgages  up  to  $5,400, 
I  would  point  out  that  the  insurance  premium  to  be  charged  by  the 
F.  H.  A.  on  such  mortgages  was  fixed  last  year  by  amendment  to  the 
act  at  one-quarter  of  1  percent  in  the  case  of  these  special  mortgages 
accepted  for  insurance  prior  to  July  1,  1939.  The  present  bill  makes 
no  provision  to  extend  the  one-quarter  of  1  percent  premium  to 
mortgages  accepted  for  insurance  after  that  date.  As  the  law  now 
stands,  a  minimum  premium  of  one-half  of  1  percent  will  be  applica- 
ble to  all  mortgages  accepted  for  insurance  after  July  1,  next. 

In  other  words,  on  those  small  houses,  for  a  temporary  period,  you 
authorized  the  Administrator  to  charge  only  one-quarter  of  1  per- 
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cent,  and  not  deduct  the  amount  from  the  insurance  fund.     That 
expires  on  July  1. 

Section  6 

Mr.  Patman.  Wliat  about  section  5  ? 

Mr.  McDonald.  That  is  a  technical  amendment. 

Mr.  Patman.  What  does  it  do? 

Mr.  McDonald.  Mr.  Bovard,  will  you  answer  that? 

Mr.  BovARD.  That  is  one  of  the  clarifying  amendments.  Section 
5  applies  to  our  insurance  the/  same  rules  which  have  always  been 
applied  to  all  insurance  operations.  It  has  always  been  the  posi- 
tion of  the  Administrator  and  of  most  mortgagees  that  an  institu- 
tion purchasing  an  insurance  mortgage  has  a  right  to  rely  upon  the 
Talidity  of  an  insurance  contract  without  redetermining  for  itself 
all  of  the  facts  with  respect  to  eligibility  which  had  previously  been 
determined  by  the  Administrator,  and  that  the  insurance  contract 
entered  into  by  the  Administrator  will  bind  his  successors  in  office. 
Some  mortgagees,  however,  have  questioned  this  position,  and  this 
amendment  is  for  the  purpose  of  removing  that  doubt  on  this  point. 

Mr.  Patman.  In  other  words,  to  make  it  impossible  for  Mr.  Mc- 
Donald's successors,  if  they  desired  to  do  so,  to  render  invalid  these 
contracts  ? 

Mr.  BovARD.  That  is  right. 

Mr.  McDonald.  If  I  insure  a  $5,000,000  property  for  20  years, 
somebody  15  years  afterward  could  not  say  that  I  had  no  right  to  do 
it.  The  big  life-insurance  companies  bring  that  question  up  with 
respect  to  large  mortgages  on  large  scale  rental  properties. 

Section  6  would  extend  for  a  period  of  2  years  another  provision 
of  the  act  that  would  otherwise  expire  by  limitation  on  July  1,  next. 
This  is  the  provision  under  which  the  F.  H.  A.  absorbs  foreclosure 
costs  up  to  2  percent  of  the  unpaid  principal  of  a  mortgage — 
though  not  more  than  $75  in  any  given  case — where  mortgages  in 
what  is  generally  known  as  the  90  percent  category  default  before 
the  principal  obligation  has  been  reduced  to  80  percent. 

The  thought  in  back  of  that  is  tliat  in  some  States,  particularly 
in  New  York,  the  foreclosure  cost  is  very  high,  and  no  lender 
would  go  ahead  and  make  a  90-percent  loan  if  he  thought  he  would 
have  a  foreclosure  in  the  first  2  or  3  years,  when  his  foreclosure  cost 
would  exceed  the  down  payment  and  authorization  of  mortgage  on 
the  property.  It  was  in  an  endeavor  to  overcome  that  fear  that  that 
provision  was  put  in  on  these  small  homes. 

In  some  States  the  foreclosure  cost  is  very  high ;  in  Illinois  and  New 
York  it  is  very  high. 

That,  gentlemen,  covers  in  brief  the  reason  for  the  appearance  of 
the  Federal  Housing  Administration  before  you  today,  to  ask  you  to 
consider  and  decide  what  you  wish  to  do  with  reference  to  these  im- 
portant phases  of  the  act  which  expire  July  1  of  this  year.  My  thought 
in  appearing  as  early  as  possible  this  year  before  you  is  prompted  by  a 
desire  to  have  the  legislation  decided  at  the  earliest  possible  date,  due 
to  the  fact  that  we  are  having  inquiries  in  large  numbers  from  builders, 
particularly  large  builders  and  speculative  builders,  who  wish  to  go 
ahead  with  important  suburban  additions  to  our  cities.  Tliey  are  not 
willing  to  do  so  unless  they  are  certain  that  the  insurance  as  it  now 
stands  will  be  available.    It  takes  these  men  quite  a  little  while  to  get 


« 


AMENDMENTS  OF  laSO  TO  NATIONAL  HOUSING  ACT 


17 


ready.  They  have  to  locate  their  land,  sometimes  a  considerable 
acreage,  clear  the  title,  and  oftentimes  put  in  sewers  and  water,  make 
landscaping  developments,  and  plan  their  houses  and  build  them  in 
substantial  quantities  in  order  to  take  advantage  of  the  price  that 
goes  with  the  purchase  of  large  quantities  of  material,  and  so  forth 
and  so  on.  These  men,  if  they  start  right  now,  will  barely  have  time 
to  get  their  houses  on  the  market  in  the  fall.  So  imless  we  know  at  an 
early  date  what  the  wish  of  Congress  is  in  this  respect,  it  may  have  a 
marked  effect  on  the  new  construction  program  which  responded  so 
readily  to  the  act  last  year  and  is  still  going  along  very  aggressively. 
If  we  do  not  do  something  now  I  am  certain  there  will  be  a  considerable 
slowing  down  in  the  building  of  small  homes. 

Mr.  Williams.  It  seems  to  me,  from  my  understanding  of  the 
situation,  that  the  most  vital  tiling,  the  important  thing,  is  whether 
or  not  the  Administration  is  going  to  insure  loans  on  existing  struc- 
tures. 

Mr.  McDonald.  That  is  very  important. 

Mr.  Williams.  So  far  you  have  been  limited,  and  unless  this  one 
amendment  here  is  enacted  your  power  will  expire  on  July  1  of  this 
year.    Am  I  correct  in  that? 

Mr.  McDonald.  May  I  have  that  question  again  ? 

Mr.  Williams.  I  say,  unless  this  amendment  that  you  are  asking 
for  is  passed,  your  authority  to  insure  loans  on  existing  structures 
will  expire  this  year. 

Mr.  McDonald.  On  July  1. 

Mr.  Williams.  Now,  what  part  of  the  business  has  been  on  existing 
structures? 

Mr.  McDonald.  In  the  early  days  of  the  Administration,  a  great 
deal  of  it ;  when  we  started  several  years  ago,  as  high  as  60  and  TO  per- 
cent, even  all  of  it  originally.  Gradually  the  new  construction  has 
come  up,  until  in  the  last  2  or  3  months  I  think  our  volimie  was  running 
almost  70  percent  in  new  construction.  In  the  last  2  or  3  months 
the  ratio  has  been  about  30  percent  existing  construction  and  TO  per- 
cent new  construction. 

Mr.  Williams.  So  the  amount  of  business  done  on  existing  struc- 
tures has  been  declining? 

Mr.  McDonald.  Yes,  sir ;  in  proportion  to  our  total  business. 

Mr.  Williams.  That  is,  the  proportion  ? 

Mr.  McDonald.  Yes,  sir. 

Mr.  Williams.  Do  you  think  that  we  ought  to  continue  to  insure 
existing  structures? 

Mr.  McDonald.  I  do,  sir.   At  one  time  I  did  not. 

Mr.  Williams.  I  just  wanted  to  ask  you  w^hat  has  changed  your 
attitude  on  that. 

Mr.  McDonald.  I  might  read  one  thing  that  has  changed  my  mind. 
I  think  that  one  of  the  greatest  real-estate  men  in  the  United  States 
is  from  your  State,  and  he  wrote  me  a  letter  that  covers  the  situation 
better  than  I  have  ever  heard  it  expressed.  I  received  that  letter 
yesterday,  and  I  would  like  to  read  it. 

Mr.  Williams.  I  have  some  doubt  about  that  myself,  and  I  would 

like  to  hear  it.  t  /-(      • 

Mr.  McDonald.  Do  you  know  J.  C.  Nichols,  of  Kansas  City? 

Mr.  Williams.  No. 
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Mr.  McDonald.  He  does  one  of  the  largest  businesses  and  is  one 
of  the  best-known  real-estate  men  in  the  United  States.    He  says : 

After  a  lot  of  consideration  I  feel  that  Federal  Housing  Administration  loans 
should  be  extended  to  old  houses  on  the  same  basis  as  new  houses.  1  did  not 
feel  that  way  some  time  ago.  However,  such  a  serious  situation  has  developed 
in  selling  old  houses  as  compared  with  new  houses,  that  I  feel  we  are  going 
to  have  a  verv  acute  crisis  in  marketing  and  moving  old  houses  unless 
they  could  be  financed  on  the  basis  as  easily  as  new  houses.  I  am  carrying 
nearly  half  a  million  dollars  of  new  unsold  houses  and  it  would  seem  watural 
lor  me  to  want  them  favored  as  to  loans  over  what  can  be  done  with  old 
houses  However,  we  are  finding  it  necessary  to  take  in  so  many  trade-ins 
of  old  houses  in  order  to  dispose  of  our  new  houses,  and  tiie  old  houses  have 
^ome  such  a  problem  as  to  financing  that  I  believe  it  will  be  more  sound 
a^l  more  supporting  to  the  whole  home  market  of  the  country  if  older 
ho  ses  could  obtain  the  same  Federal  Housing  Administration  insurance  that 
new  houses  enjov.  I  am  assuming,  of  course,  that  Federal  Housing  Adminis- 
tration would  protect  itself  in  proper  appraisals  of  the  older  houses. 

I  am  7ea  iv  becoming  quite  concerned  as  to  the  overbuilt  condition  develop- 
ing In^a  number  of  our  Anverican  cities,  particularly  as  to  the  large  number 
of  used  houses  being  forced  on  the  markets  unable  to  find  buyers  who  can 
finance  them. 

I  think  that  you  can  go  back  to  the  analogy  of  the  automobile  again, 
that  you  cannot  sell  a  new  one  unless  you  can  dispose  first  of  the  old 
one,  and  if  we  cannot  insure  existing  structures,  it  will  be  a  severe 
blow  to  the  property  values  of  existing  construction,  because  it  will 
remove  the  facilities  of  easy  mortgage  money  from  a  great  many  ot 

these  hon^c-s 

Mr.  Williams.  You  still  have  the  idea,  have  you,  that  you  ought 

not  to  go  beyond  the  80  percent?     ,^    ,.,     ,    ^  i^^     i 

Mr.  McDonald.  I  think  so,  and  I  think  that  we  ought  to  have 
80  percent  on  new  homes  if  they  are  to  be  over  $6,000. 

Mr.  Williams.  We  have  that.  .    . 

Mr  McDonald.  Yes.  We  are  not  penalizing  existing  construction 
any  more  than  new  construction.  We  are  merely  favoring  new  con- 
struction when  that  gets  down  to  a  lower  value. 

Mr.  Williams.  You  have  your  appraisers  to  determine  the  value 
of  these  old  houses,  do  you  not  ? 

Mr.  McDonald.  Yes. 

Mr.  Williams.  You  have  a  regular  formula? 

Mr.  McDonald.  We  have  a  very  careful  system  on  that. 

Mr.  Williams.  In  recent  years,  has  there  been  any  material  loss 

along  that  line  ?  ,         ,  ^  .      .      -xi, 

Mr  McDonald.  Our  losses  to  date  have  been  not  excessive  m  either 
new  or  existing  construction,  but  they  have  been  higher  in  existing 
construction  than  new  construction.  Perhaps  that  is  because,  as  I 
explained,  in  the  early  days  of  the  Administration,  the  first  2  years, 
there  was  very  little  new  construction  going  on,  and  our  business  was 
on  existing  construction.  Now,  with  the  percentage  of  new  construc- 
tion coming  in,  and  with  our  inspections  and  appraisals,  as  you  so 
aptly  mentioned,  I  think  that  we  can  eliminate  most  of  the  risk  in 
existing  construction.  . 

Mr.  WiLiJAMS.  Do  you  feel  that  it  is  just  as  good  a  risk  now  as  a 

new  structure?  .     ,   ^  ,  at 

Mr.  McDonald.  Properly  appraised,  I  do,  yes.    And  sometimes  a 

great  deal  better  value. 

Mr.  Williams.  What  is  the  minimum  that  you  would  insure  a 

structure  for  under  the  new  act? 
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Mr.  McDonald.  Existing  structure?  We  insure  any  amount.  Do 
you  mean  a  $1,000  house?     Yes. 

Mr.  Williams.  You  mean  you  would  insure  a  $1,000  house  witn  a 

25-year  mortgage  on  it  ? 

Mr.  McDonald.  Oh,  no.  On  existing  structures  we  never  insure 
over  20  years.  The  length  of  a  loan,  provided  that  the  house  is  sub- 
stantially built,  is  not  measured  so  much  by  the  property  itself  or 
whether  it  is  new  or  existing  construction  as  by  the  age  of  the  man 
making  the  loan,  his  business  outlook,  and  the  conditions  surroundmg 
his  life.  We  take  care  of  the  property  through  our  appraisal  system, 
to  see  that  it  will  stand  that  length  of  time.  If  a  man  is  60  years  old 
and  wants  a  20-year  mortgage,  we  do  not  look  with  much  favor  upon 
the  transaction,  unless  he  has  some  young  member  of  his  family  endors- 
ing the  note.  ,      ,        •         i.  .i  x 

Mr.  Williams.  Isn't  the  length  or  the  duration  of  the  mortgage 

determined  by  the  character  of  the  structure  ? 

Mr.  McDonald.  I  do  not  think  that  we  would  care  to  insure  a 
house  for  15  years  where  20  years  was  asked  and  cut  it  down  for  5 
years  just  because  of  the  structure.  I  do  not  think  that  you  can  look 
at  a  house,  like  you  would  a  horse,  and  say  that  it  will  fall  down  in 
20  years  and  won't  fall  down  in  15  years.  And  in  that  connection  our 
experience  might  interest  you.  A  study  of  all  the  cities  in  the  United 
States  shows  us  that  the  value  of  homes,  as  a  rule,  is  not  determined 
so  much  by  the  depreciation  of  the  house  itself  as  it  is  by  the  neigh- 
borhood that  the  house  is  in.  In  other  words,  we  believe  m  our  estab- 
lishment that  houses  remain  standing  and  in  good  condition  long  after 
a  neighborhood  has  gone  to  pieces.  We  have  exemples  in  New  Eng- 
land of  many  homes  that  are  habitable  even  though  they  are  100  to  150 
years  old;  and  if  they  are  in  good  neighborhoods,  they  make  just  as 
good  homes  as  some  of  the  homes  recently  built. 

Mr.  Williams.  What  is  the  range  of  maturity  of  the  mortgages  that 

you  insure  ?  n  r\         ^ 

Mr.  McDonald.  Twenty  years  and  twenty-five  years.  Out  of 
100,000  new  homes,  approximately  40,000  of  them  were  homes  under 
$6,000  and  insured  for  a  period  of  25  years.  Those  were  homes  with 
the  10-perc-ent  down  payment,  insured  under  the  provisions  of  this 
law,  which  allows  them  to  be  insured  for  25  years,  and  40  percent 
were  so  insured. 

Mr.  Williams.  Have  you  any  for  less  than  20  years  ? 

Mr.  McDonald.  Oh,  yes. 

Mr.  Williams.  That  is  what  I  meant  by  the  range. 

Mr.  McDonald.  Oh,  yes.  Until  you  put  in  this  provision  for  25 
yeai-s,  20  years  was  the  limit,  and  the  average  was  16  or  17  years. 

Mr.  Williams.  What  is  your  minimum? 

Mr.  McDonald.  How  short  a  loan  have  we  made? 

Mr.  Williams.  Yes. 

Mr.  McDonald.  We  made  one  loan  for  as  low  as  3  years. 

Mr.  Williams.  Then  it  runs  from  3  years  to  25  ? 

Mr.  McDonald.  Tliat  is  right.  I  would  say  from  5  to  25.  It  would 
be  an  exception  to  make  one  for  3  years. 

Mr.  Williams.  Who  determines 

Mr.  McDonald  (interposing).  The  borrower,  in  the  first  place, 
makes  his  request  to  the  lending  institution.  The  lending  institution 
submits  it  to  us,  and  if  we  find  no  criticism  the  borrower  gets  what  he 
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requests.  These  men  who  request  less  than  25  years,  or  less  than  20 
Years,  or  less  than  15  years,  who  want  a  shorter  loan,  are  willing  to 
pay  more  in  order  to  get  rid  of  their  mortgage  more  quickly. 

Mr.  Williams.  And  you  take  them  if  you  think  they  are  good? 

Mr.  McDonald.  Yes. 

Mr.  Williams.  Within  the  25-year  limit? 

Mr.  McDonald.  That  is  right.  ,    .    .  ^i  f 

Mr  Williams.  Did  I  understand  you  to  say  that  at  the  present 
time, 'under  this  new  act,  about  30  percent  of  your  business  has  been 
on  existing  structures ?  ^      .         .  .,  -^^ 

Mr.  McDonald.  I  would  say  that  the  business  is  currently  running 

about  30  percent  on  existing  construction. 

Mr.  Wiluams.  Of  course,  formerly  it  was  much  higher  i 
Mr.  McDonald.  That  is  right.  ,         i        o 

Mr  Williams.  And  that  is  where  your  losses  have  been  * 
Mr   McDonald.  We  have  met  more  loss  on  existing  construction 

than  on  new  construction,  but  the  losses  have  been  relatively  small. 
Mr  Williams.  Of  course,  the  purpose  of  insuring  new  structures 

is  to  create  building  activity  and  to  provide  new  homes  and  turnish 

labor  and  a  market  for  material,  and  all  that  kind  of  thing;  all  o± 

that  argument  could  be  made  for  the  insurance  ot  the  mortgages  on 

new  structures. 

Mr.  McDonald.  That  is  right. 

Mr  WiLiJAMS.  What  is  to  be  said  for  these  mortgages  on  existing 

structures?    Why  could  not  the  local  lending  agencies  take  care  o± 

m1-'  McDonald.  You  might  say  the  same  thing  about  the  new  con- 
struction ;  why  could  not  the  lending  agencies  take  care  ot  the  new 

construction?  ^         ,  •     i  -^  x    nn  ^^^ 

Mr.  WiLLLiMS.  Of  course,  in  the  first  place,  you  raised  it  to  90  per- 
cent instead  of  80  percent,  and  in  the  next  place  it  involves  all  ot  these 
other  elements  that  we  are  trying  to  take  care  of.  . 

Mr.  McDonald.  I  do  not  think  that  the  average  lender  is  primarily 
interested  in  whether  he  is  putting  men  to  work.  I  think  that  the 
securitv  of  his  loan  is  the  first  thing  that  he  is  interested  in. 

Mr.  Williams.  I  am  not  looking  at  it  from  the  standpoint  ot  the 
lender,  but  from  the  standpoint  of  the  F.  H.  A.  ,  ,    ^    .  . 

Mr  McDonald.  I  do  not  see  how  you  can  expect  to  hnd  a  great 
stimulation  in  new  construction  unless  you  make  it  easy  for  a  man  to 
io  ahead  on  existing  construction.  A  great  many  people  Avould  like 
to  buy  a  new  home,  and  unless  they  found  it  very  easy  to  dispose  of 
the  old  one  they  will  remain  where  they  are  just  a  little  longer. 

Mr.  Williams.  You  think  that  that  is  one  way  of  stimulating  new 

building?  ^  ^     •   j     . 

Mr.  McDonald.  I  do,  indeed.  ^  ^    *  u     i 

Mr  Williams.  Is  there  any  inclination  on  the  part  of  banks  or 
lending  agencies  or  building  and  loan  associations  and  the  mortgage 
companie?to  completely  let  down  on  this  mortgage  lending  business 
and  not  to  furnish  the  capital? 

Mr.  McDonald.  I  will  have  to  ask  you  to  repeat  that. 

Mr.  Williams.  I  want  to  ask  you  if,  from  your  experience  and 
operation,  there  is  a  tendency  on  the  part  of  the  lending  agencies,  the 
mortgage  companies,  the  banks,  and  the  building-and-loan  associa- 
tions that  heretofore  have  furnished  money  to  finance  homes  to  en- 
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tirely  go  out  of  that  field  and  leave  it  to  the  F.  H.  A.  on  insured 

mortgages?  .  i.    ^  ^i^  i. 

Mr.  McDonald.  I  do  not  think  that  they  are  getting  out  of  that 
field.  I  think  that,  on  the  contrary,  the  mortgage  companies  and  the 
banks  could  not  do  that  business  unless  the  insurance  facilities  were 
there,  because  it  is  against  the  banking  laws  for  the  banks  to  make  a 
high-percentage  loan,  and  the  mortgage  companies  and  the  lite- 
insurance  companies  in  a  great  many  States  under  their  charters 
camiot  do  it  unless  there  is  F.  H.  A.  insurance.  So  it  is  a  question  of 
legality  in  a  great  many  cases.  «  , ,  ,  £ 

Mr.  Williams.  Has  the  F.  H.  A.  taken  over  the  field  heretofore 
occupied  by  those  different  agencies? 

Mr.  McDonald.  I  do  not  think  so.  I  am  not  able  to  tell  you  the 
exact  figures  of  the  business  done  in  previous  years  by  the  mortgage 
companies  and  the  banks.  Of  coui-se,  the  mortgage  companies  were 
very  badly  hurt  in  the  depression,  but  they  are  coming  out  of  that. 
They  were  helped  out  tremendously  by  the  H.  O.  L.  C,  and  so  were 
the  banks;  and  so  were  the  building-and-loan  societies,  as  far  as  that 
is  concerned.  The  Federal  Housing  Administration,  I  think,  insures 
practically  all  of  the  loans  made  by  the  banks,  and  I  am  quite  certain 
that  they  would  not  make  the  same  loans  if  the  F.  H.  A.  were  not 

here. 

Mr.  Williams.  You  will  remember  that  we  created  a  national 
mortgage  association,  or  provided  for  one  or  more  than  one.  Have 
there  been  any  of  those  organized? 

Mr.  McDonald.  We  tried  very  hard  to  get  some  organized,  and  last 
year  we  had  facilitating  legislation  passed,  if  you  recall,  and  rather 
than  wait  to  have  any  private  ones  organized,  we  requested  the  R.  F.  C. 
to  organize  one  in  order  to  stimulate  construction  and  extend  easy 
credit,  particularly  in  States  where  mortgage  money  at  low  interest 
was  not  i-eadily  available.  So  the  R.  F.  C.  organized  the  First  Na- 
tional Mortgage  Association,  which  now  is  doing  a  substantial  busi- 
ness. They  purchased  first  of  all,  a  matter  of  $32,000,000  of  F.  H.  A. 
mortgages  from  the  R.  F.  C.  Mortgage  Co.,  which  had  acquired  them 
around  the  country.  In  addition,  they  have  actually  purchased  an- 
other $40,000,000.  They  have  issued  two  series  of  debentures,  the 
last  of  which  was  for  $50,000,000  for  a  period  of  5  years  on  a  1%- 

percent  basis. 

Mr.  Williams.  The  primary  purpose  of  the  organization  was  to 
furnish  a  market  for  real-estate  mortgages,  insured,  was  it? 

Mr.  McDonald.  To  furnish  a  market  for  real-estate  mortgages, 
and  to  furnish  money  to  lending  institutions  that  wanted  to  origi- 
nate mortgages  and  not  keep  them.  I  have  made  an  analysis  recently 
of  the  portfolio  of  the  Federal  National  Mortgage  Association,  and 
I  find  that  substantially  all  of  the  mortgages^  they  have  purchased 
have  come  from  places  like  South  Carolina,  Arkansas,  parts  of  Texas, 
New  Mexico,  Oklahoma,  Michigan,  and  Illinois. 

Mr.  Williams.  Those  mortgage  associations  are  not  authorized  by 

law ' 

Mr.  McDonald  (interposing).  There  is  only  one.  The  Federal 
National  Mortgage  Association  is  the  only  one.  We  have  never 
authorized  any  other  ones  to  be  formed. 

Mr.  Williams.  I  started  to  ask  you  whether  or  not  they  are  author- 
ized under  the  law  to  make  loans  direct. 
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Mr.  McDonald.  On  certain  kinds  of  mortgages,  yes;  on  a  large- 
scale  rental  project ;  but  they  cannot  on  the  small  homes. 

Mr.  Williams.  They  simply  take  over  those  mortgages  that  may 
be  made  by  other  institutions? 

Mr.  MciDoNALD.  Precisely.  It  might  interest  you  to  know  the 
system  they  have  which  stimulates  construction  in  small  towns,  par- 
ticularly by  saying  to  the  building  and  loan  society,  or  the  banker, 
or  whoever  it  may  be  in  the  small  town,  "You  go  ahead  and  lend  the 
money  to  build  this  house  on  an  F.  H.  A.  insured  mortgage,  and  pay 
us  1  percent,  and  we  w^ll  give  you  a  commitment,  and  when  the  con- 
struction of  the  house  is  completed  and  the  mortgage  is  finally  ap- 
proved and  filed,  we  will  take  the  mortgage  off  of  your  hands,  and 
rebate  your  1  percent." 

Mr.  Williams.  Do  they  buy  mortgages  except  the  insured  mort- 
gages? 

Mr.  McDonald.  No,  sir. 

Mr.  Williams.  They  must  first  have  the  insurance  of  the  F.  H.  A.? 

Mr.  McDonald.  Precisely. 

Mr.  Williams.  Before  the  National  Mortgage  Association  can 
buy 

Mr.  McDonald  (interposing).  But  they  will  only  buy  on  new  con- 
struction. That  is  not  true  with  the  National  Mortgage  Association, 
the  reservation  not  to  make  a  loan  direct,  But  with  one  organized 
by  private  capital,  and  none  have  been  as  yet,  they  could  make  a  loan 
direct  if  they  wanted  to. 

Mr.  Spence.  You  say  that  you  have  stimulated  the  lending  by 
banks  that  otherwise  would  not  go  into  this  field.  What  effect  have 
you  had  on  the  building  and  loan  associations,  organized  exclusively 
for  lending  on  real  estate  ? 

Mr.  McDonald.  The  banks  have  given  them  competition. 

Mr.  Spence.  Do  you  think  that  had  a  deterrent  effect  upon  them,  or 
a  stimulating  effect? 

Mr.  McDonald.  Well,  I  do  not  know  that  it  has  added  to  their 
business.  They  have  the  facilities  of  the  F.  H.  A.,  if  they  want 
them,  as  a  rule.  I  think  that  about  15  percent  of  our  insurance 
comes  from  building  and  loan  societies. 

Mr.  Spence.  In  other  words,  does  the  fact  that  they  can  insure 
their  mortgages  have  a  stimulating  effect  upon  the  building  and  loan 
associations?  Do  you  think  that  that  would  encourage  building 
associations  to  make  loans? 

Mr.  McDonald.  I  think  that  the  building  associations  do  make 
loans  as  far  as  they  have  capital  available. 

Mr.  Spence.  They  have  to  do  that;  they  have  no  other  means  of 
investing  their  money. 

Mr.  McDonald.  Because  that  is  the  only  way  they  get  income. 
The  F.  H.  A.  has  also  drawn  into  the  field  capital  which  either  was 
not  available  for  long-term  amortized  loans,  but  has  also  stimulated 
life  insurance  companies  to  go  into  a  great  many  places  where  they 
had  not  gone  before.  I  can  relate  to  you  the  experience  of  two  life 
insurance  companies,  and  could  give  you  their  names  if  they  are 
wanted,  and  there  are  many  more,  that  have  gone  out  and  endeavored 
to  purchase  F.  H.  A.  loans  in  parts  of  the  country  where  they  had 
never  operated  before.  I  know  one  New  England  life  insurance 
company  that  acquired  about  $20,000,000  worth  of  F.  H.  A.  mortgages 
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in  places  most  remote  from  their  headquarters,  which  money  is 
placed  on  a  5 -percent  basis. 

Mr.  Gamble.  Do  they  insure  to  a  considerable  extent,  the  building 
and  loan  associations? 

Mr.  McDonald.  To  a  certain  extent.  I  will  place  the  figures  in 
the  record. 

(The  matter  referred  to  follows:) 

Lending  institutions  fin<incing  net  mortgages  accepted  for  insurance 

[Cumulative  through  Dec.  31, 1938] 


Number 
of  insti- 
tutions 

Volume  of  mortgages 

Percent 

Type  of  lending  institutions 

Number 

Amount 

Percent  of 
amount 

new 
homes 

National  banks 

2,150 
2,551 

112,389 
98, 734 

$459, 412, 495 
402, 771, 143 

30.0 
'26.4 

55.4 

State  banks  and  trust  companies..  

53.6 

Total  commercial  banks. 

4,701 

1,523 

229 

215 

131 

50 

211, 123 
51, 021 
50,430 
27,  524 
10,047 
13,  761 

862, 183, 638 
203, 386, 719 
225, 146,  555 
131,389,504 
44,500,119 
62,  602, 648 

56.4 

13.3 

14.7 

8.6 

2.9 

4.1 

54.6 

Building  and  loan  associations. . 

56.5 

Mortgage  companies 

6S  2 

Insurance  companies 

54  5 

Savings  banks 

57  2 

All  others _ 

66  8 

Total 

6,849 

363,906 

1,  529, 109, 183 

100.0 

57  4 

Mr.  Williams.  There  is  one  other  thing  I  want  to  get  clear  in  my 
own  mind,  and  that  is  the  question  about  the  premium  to  l>e  paid 
under  this  bill.  What,  if  any,  change  will  be  made  in  the  premium 
required  to  be  paid  by  the  mortgagor  for  the  insurance  ? 

Mr.  McDonald.  When  the  act  was  originally  Avritten,  the  Admin- 
istrator was  allowed  to  charge  anywhere  from  one-half  of  1  percent 
to  1  percent,  if  I  remember  correct^ly,  and  that  applied  to  the  original 
amount  of  the  note.  Subsequently  that  was  changed  and  it  was  made 
to  apply  upon  the  reduced  principal  of  the  note.  Last  year  a  spe- 
cial provision  was  put  in  to  enable  the  stimulation  of  construction 
of  small  homes,  reducing  the  premium  to  one-quaiter  of  1  percent  on 
a  certain  class  of  property. 

We  feel  that  the  difference  between  the  cost  to  the  borrower  of 
carrying  a  mortgage  at  a  quarter  of  1  percent  j^er  annum  and  one- 
half  of  1  percent  is  so  small,  and  l)ecause  of  the  fact  that  one-quailer 
of  1  percent  won't  be  adequate  to  cover  losses  to  the  insurance  fund, 
that  that  provision  should  be  allowed  to  expire  and  the  one-half  of 
1  percent  prevail. 

Mr.  Williams.  In  other  words,  go  back  to  where  it  was  formerlv? 

Mr.  McDonald.  Not  formerly. 

;Mr.  Williams.  On  the  unpaid  principal? 

Mr.  McDonald.  Yes;  on  the  unpaid  principal. 

Mr.  Williams.  That  will  apply  to  all  classes  of  insurance? 

Mr.  McDonald.  Yes. 

Ml*.  W1L1.IAMS.  The  way  it  is  now  ? 

Mr.  McDonald.  Until  July  1,  you  will  have  one-quarter  of  1  [per- 
cent on  houses  under  $5,400. 

Mr.  Williams.  And  the  rest  is  one-half  of  1  percent? 

Mr.  McDonald.  That  is  right. 
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Mr.  Spence.  Wliat  was  the  entire  income  last  year  of  your  orcan- 
]zation  ?  -^  fe 

Mr.  McDonald.  I  have  tliis  figure  as  my  estimate  for  tlie  next 
fiscal  year,  which  I  will  read  as  it  will  answer  your  question.  This 
year  (and  last  year  it  was  not  quite  as  large)  examination  fees 
$3,881,000;  premmms,  $11,000,000;  examination  fees  for  the  large 
rental  housmg,  $517,000;  premiums  on  the  large  houses,  $985,000; 
interest  on  mvestment,  mortgage  insurance  fund,  which  is  now  $24  - 
000,000  and  was  originally  $10,000,000,  $768,000;  interest  on  invest- 
ment m  the  housmg  fund,  $49,000;  total  re<jeipts,  $17,096,000. 

Mr.  Spence.  What  were  your  losses? 

Mr.  McDonald.  The  losses  to  date  have  been  around  $160,000,  but 
not  included  in  that  figure  have  been  receipts  aggi-egating  $417,000, 
what  we  call  a  cancelation  fee.  In  other  words,  we  estimate  that  in 
the  next  fiscal  year  our  income  will  be  $17,000,000  and  our  expenses 
$12,500,000,  or  a  net  surplus  of  $4,596,000. 

Mr.  Spence.  What  are  your  assets  and  what  has  been  your  income 
over  the  period  of  years? 

Mr.  McDonald.  Our  losses  over  the  entire  period  have  been  only 
$160,000.  ^ 

Mr.  Spence.  What  has  been  your  entire  income? 

Mr.  McDonald.  I  do  not  have  that.  Of  course,  like  with  the  insur- 
ance companies,  the  income  each  year  increases  on  more  or  less  of  an 
arithmetical  progression,  because 

Mr.  Spence.  You  have  your  potential  liability  accurately  estimated  ? 

Mr.  McDonald.  Oh,  yes. 

Mr.  Spence.  What  do  you  estimate  your  actual  liability  to  be? 

Mr.  McDonald.  Our  gross  liability  at  the  present  time? 

Mr.  Spence.  Or  anticipated  loss. 

Mr.  McDonald.  $1,300,000,000  plus,  in  premium-paying  mortgage 
IS  our  contingent  liability,  but  as  a  contra-asset  we  have  the  houses. 

Mr.  Spence.  What  do  you  anticipate  your  losses  will  be  on  the 
amount  that  you  have  written  ? 

Mr.  McDonald.  Our  fund  is  about  $25,000,000.  Of  course,  for 
every  mortgage  we  insure,  we  have  the  contra-asset  of  the  houses,  which 
in  time  may  be  sold,  and  the  difference  between  what  they  bring  and 
our  insurance  is  our  loss,  but  we  have  been  able  to  sell  those  houses  at 
comparatively  small  losses. 

Mr.  Spence.  Wliat  has  been  the  average  loss  that  you  sustained  on 
the  property  that  you  had  to  acquire  ? 

Mr.  McDonald.  $696  per  house. 

Mr.  Williams.  Did  I  understand  you  to  say  that  your  mutual  in- 
surance fund  was  what  ? 

Mr.  McDonald.  Approximately  $25,000,000. 

Mr.  Williams.  And  you  have  another  insurance  fund. 

Mr.  McDonald.  $1,000,000. 

Mr.  Williams.  Just  1  million  ? 

Mr.  McDonald.  Yes;  that  is  the  one  for  the  large  rental  projects.. 
You  see,  we  took  out  of  the  mutual  mortgage  insurance  fund,  if  you 
will  recall  last  year,  the  operations  of  the  large  rental  properties,  be- 
cause it  was  realized  that  if  we  were  to  have  the  misfortune  of  a  heavy 
loss  on  a  large  rental  project,  it  would  be  jeopardizing  the  interests  of 
a  great  many  small-home  owners  in  the  mutual  mortgage  insurance 
fund.     For  that  reason  a  separate  fund  of  $1,000,000  was  set  up. 
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Mr.  Williams.  Is  there  an  accumulation  there,  too  ? 

Mr.  McDonald.  Yes;  it  has  accumulated  about  half  a  million 
dollars. 

Mr.  Williams.  Have  there  been  any  losses? 

Mr.  McDonald.  Not  a  dollar  so  far. 

Mr.  Williams.  In  the  big  house  proposition  ? 

Mr.  McDonald.  Not  yet. 

Mr.  Williams.  You  have  not  had  any  yet  ? 

Mr.  McDonald.  Not  any  yet. 

Mr.  Williams.  Have  you  had  to  take  any  of  them  over  ? 

Mr.  McDonald.  No.  One  of  them  is  scaring  me  a  little  bit,  but  I 
have  not  taken  it  over. 

Mr.  Williams.  What  are  your  administrative  expenses  ? 

Mr.  McDonald.  Last  year  ihi^y  were  about  $12,000,000 ;  $9,000,000 
of  that  came  out  of  the  mortgage  insurance  fund  to  pay  our  expenses. 

Mr.  Williams.  And  the  Congress  appropriates  so  much  ? 

Mr.  McDonald.  Yes. 

Mr.  Williams.  What  was  it  last  year  ? 

Mr.  McDonald.  $8,500,000. 

Mr.  Williams.  That  is  for  the  fiscal  year  1939  ? 

Mr.  McDonald.  Yes;  of  which  $5,000,000  comes  from  the  fund. 
We  had  to  have  an  extra  $5,000,000.  In  other  words,  we  spent  $12,- 
000,000,  approximately,  last  year,  and  we  expect  to  spend  about  the 
same  amount  next  year. 

Mr.  Williams.  But  of  that  amount,  a  certain  amount  comes  out 
of  the  mutual  insurance  fund? 

Mr.  McDonald.  Last  year  $5,000,000,  and  the  coming  year 
$9,000,000. 

Mr.  Williams.  Nine  million  out  of  the  twelve  million  ? 

Mr.  McDonald.  Yes. 

Mr.  Williams.  The  Government  will  appropriate,  then,  a  net  of 
$3,000,000,  and  the  other  $9,000,000  will  come  out  of  the  insurance 
fund? 

Mr.  McDonald.  Yes. 

Mr.  Williams.  Is  that  correct? 

Mr.  McDonald.  Not  quite.  The  Government  appropriates  $3,000,- 
000.  Our  total  income  will  be  $17,000,000,  and  out  of  the  $17,000,000 
we  are  told  that  we  can  use  $9,000,00. 

Mr.  Williams.  You  do  not  give  the  Government  anything?  You 
keep  that  in  the  mutual  reserve  fund? 

Mr.  McDonald.  That  is  right. 

Mr.  Williams.  Am  I  correct  in  that  statement? 

Mr.  McDonald.  You  are. 

Mr.  Williams.  That  out  of  the  $12,000,000  of  operating  expenses, 
$9,000,000  of  it  comes  out  of  the  mutual  insurance  fund  ? 

Mr.  McDonald.  That  is  right. 

Mr.  Williams.  And  Congress  appropriates  the  other  $3,000,000? 

Mr.  McDonald.  That  is  right,  but  our  insurance  fund  also  increases 
the  difference  between  the  $9,000,000  and  the  $17,000,000,  which  will 
be  about  $8,000,000. 

Mr.  Williams.  I  understand  that,  but  that  is  part  of  the  mutual 
insurance  fund  which  is  maintained  for  the  purpose  of  making  this 
insurance  good  ? 

Mr.  McDonald.  That  is  right. 
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Mr.  Patman.  On  page  2  of  this  biU,  H.  K.  3232,  I  notice  this 
proviso:  '  *'"^^ 

iSj^^i^^'^'^'^^^L^^^  aggregate  amount  of  principal  obligations  of  all  morteae^ 
I^SoO^IS^''  '''  """^  ^^^  outstanding   at  any  one  time  shaU  nT  efS 

Under  the  present  law,  I  believe  that  that  is  $3,000,000,000     When 
do  you  expect  to  reach  this  figure  of  $6,000,000,000  ? 

that  ?  *  ^''^''^^^'  ^^"^^  y^"  ^^^  i^  I  iiad  our  statistician  reply  to 

^  ^""'Jl^^  ^^  ^^^""^  to  attain  the  $3,000,000,000  during  the  fiscal 
year  1940.  How  soon  we  will  attain  $6,000,000,000  depends  upon  how 
rapidly  we  do  business  after  that  time.  During  the  next  fi^al  year 
we  expect  to  select  for  appraisal  approximately  $1,050,000,000,  and  if 
we  continue  at  that  rate,  the  six  billion  would  probably  b^  enough  to 
last  us  for  21/2  years  at  the  rate  we  expect  to  go  during  the  next  fiscal 
year.  The  $6,^0,(K)0,000  i.  fixed  as  a  maximum  in  tlie  light  of  ^^^^ 
total  amount  of  obligations  outstanding  in  tlie  United  States,  which 
is  estimated  to  be  between  seventeen  and  twenty  billion  dollars 

It  IS  felt  that  if  the  administration  is  to  be  effective  in  the' market. 
It  should  be  authorized  to  insure  a  sufficient  amount  of  the  total 
amount  outstandmg,  and  that  is  $6,000,000,000  out  of  a  total  of  seven- 
teen to  twenty  billions. 

Mr.  Patman.  About  one-third? 

Dr.  Fisher.  It  would  be  approximately  one-third. 

Mr.  Patman.  That  is  all  that  I  have. 

The  Chairman.  It  is  now  some  time  past  12  o'clock.  Without 
objection,  we  will  adjourn  until  tomorrow  morning. 

We  will  resume  this  hearing  at  10: 30  o'clock. 

(Thereupon,  at  12:18  p.  m.,  an  adjournment  was  taken  until 
Ihursday  morning,  February  16, 1939,  at  10: 30  a.  m.) 
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THURSDAY,  FEBRUARY,   16,   1939 

House  of  Kepresentatives, 
Committee  on  Banking  and  Currency, 

Washington^  D.  C. 

The  committee  met,  at  10 :  30  a.  m.,  pursuant  to  notice,  for  further 
consideration  of  H.  R.  3232,  Hon.  Henry  B.  Steagall  (chairman) 
presiding. 

Present:  Messrs.  Steagall,  Williams,  Spence,  Brown,  Patman, 
Barry,  Gore,  Mills,  Martin,  Folger,  Hull,  Wolcott,  Gifford,  Luce, 
Gamble,  Simpson,  Johnson,  Kean,  and  Miller. 

Tlie  Chairman.  The  committee  will  come  to  order.    Mr.  McDonald. 

Mr.  McDonald.  Yes;  Mr.  Chairman. 

STAT'EMENT  OF  STEWART  McDONALD,  ADMINISTRATOR  OF 
FEDERAL  HOUSING  ADMINISTRATION— Resumed 

The  Chairman.  Mr.  McDonald,  I  do  not  know  whether  the  mem- 
bers of  the  committee  have  concluded  their  inquiries  of  you  or  not. 
If  members  desire  to  inten*ogate  you  further  the  Chair  will  recognize 
them. 

Mr.  Gefford.  I  was  not  here  yesterday,  Mr.  McDonald,  but  I  un- 
derstood that  you  proposed  to  discontinue  title  I.    Is  that  right? 

Mr.  McDonald.  Yes,  sir;  that  is  correct. 

Mr.  Gifford.  Briefly,  I  want  to  say  that  after  the  floods  up  in 
New  England,  title  I  was  a  life  line  to  our  people  in  the  repair  of 
their  homes.  Certain  towns  in  my  district  lost  30  percent  of  their 
assessed  valuation,  and  much  repairing  had  to  be  done,  and  there  is 
demonstrated  to  me  the  necessity  of  continuing  title  I  in  the  act. 
I  appeal  to  yiou,  even  though  you  asked  to  have  it  eliminated,  thai 
title  I  be  continued  in  this  bill,  because  it  was  so  much  more  effective 
than  was  the  Disaster  Loan  Corporation.  For  instance,  a  man  with 
a  heavy  mortgage  on  this  house  found  himself  in  need  of  very  exten- 
sive repairs,  and  the  banks  were  willing  to  do  it  under  title  I  of  the 
National  Housing  Act.  It  seemed  to  be  the  only  way  to  get  it  done. 
One  lumberman  told  me  that  even  though  the  local  bank  in  his  city 
refused  to  take  care  of  these  loans  he  found  a  correspondent  bank 
that  took  care  of  financing  them,  and  this  appealed  to  me  very 
strongly. 

Mr.  McDonald.  Thank  you. 

The  Chairman.  I  assume  Mr.  Gifford  desires  to  have  you  express 
your  views  with  reference  to  that. 

Mr.  McDonald.  My  views,  Mr.  Gifford,  were  expressed  yesterday 
to  the  effect  that  I  can  see,  of  course,  how  a  great  many  people  are 

27 


V 


is 


28  AMENDMENTS  OF  1939  TO  NATIONAL  HOUSING  ACT 

benefited  by  the  loans,  the  personal  loans  made  to  people  irrespective 
of  their  hnancial  position  in  regard  to  mort^a<2:es.  There  are  a  ffreat 
many  people  who  are  entitled  to  loans  and  the  automobile  people,  for 
instance,  have  recognized  that  fact,  and  have  developed  a  tremendous 
mdustry  on  the  basis  of  selling  their  cars  on  a  time-payment  basis. 
Ihey  do  not  ask  anybody  to  guarantee  those  loans.  I  feel  that  the 
same  thing  is  true  of  these  loans.  The  banks  are  amply  able  to  in- 
vestigate their  securities  and  they  have  had  5  or  6  years  of  experience 
with  these  loans  under  F.  H.  A.  guidance. 

The  original  reason  for  the  Government  in  guaranteeing  these 
loans  was  because  so  many  lending  institutions  were  without  ex- 
perience in  handling  this  type  of  loan,  and  with  the  exception  of  a 
few  finance  companies  they  did  not  know  with  what  degree  of  safety 
they  could  make  this  type  of  loan.  So,  it  was  decided  that  the  Gov- 
ernment should  go  ahead  and  guarantee  them  up  to  20  percent  in 
order  to  induce  them  to  go  into  the  business.  At  that  time  it  was 
quite  necessary,  and  I  think  had  a  very  wholesome  effect  in  the 
emergency.  Well,  now,  5  years  have  passed  and  our  banks  and  other 
lending  institutions,  finance  companies,  merchandising  companies, 
and  so  forth,  have  had  all  of  this  experience.  They  have  developed  a 
tremendous  volume  of  business  which  to  date  has  cost  them  no 
money.  They  have  made  a  profit  out  of  it  through  merchandisino- 
their  products,  and  it  seems  to  me  that  they  ought  to  be  able  to  go 
along  after  this  without  help  from  the  Government. 
Mr.  GiFFORD.  You  opposed  it  2  years  ago? 

Mr  McDonald.  I  opposed  it  a  year  ago.  I  feel  that  there  are  cer- 
tain things  that  the  Government  ought  to  get  out  of,  and  that  there 
is  no  reason  why  the  Government  should  be  coddling  one  sort  of  an 
industry  as  against  another.  If  you  are  going  to  continue  title  I  for 
another  year  or  two,  why  not  continue  it  forever? 

Mr.  GiFFORD.  It  has  been  an  aid  and  an  incentive  to  business,  I 
reanze  that. 

Mr.  McDonald.  My  point  is  we  have  shown  here  that  we  have  built 
up  the  business  by  the  statistics  presented.  I  was  talking  to  a  very 
prominent  San  Francisco  banker  not  long  ago  and  he  said,  *We  have 
gone  into  these  mall  loans  in  a  big  way,  and  we  find  them  a  valuable 
adjunct  to  our  business.  We  never  would  have  done  it  Avithout  that 
experience  the  Federal  Government  gave  us." 

Mr.  GiFFORD.  Will  1  percent  cover  the  amount  of  your  losses  on 
these  loans,  Mr.  McDonald? 

Mr.  McDonald.  No,  sir,  it  will  not,  on  those  original  loans.  I 
testified  here  yesterday  that  I  thought  the  way  the  F.  H  A  was 
conducting  title  I  with  the  last  renewal,  and  that  was  last  year  as 
near  as  I  can  tell  we  will  get  around  1  to  V/y  percent  loss.  On  the 
original  commitments  that  were  made,  the  net  loss  after  we  are 
through  making  adjustment  of  claims  may  be  reduced  to  around  21/9 
percent. 

Mr.  GiFFORD.  We  recognize  that  we  are  speaking  of  our  own  local 
conditions. 

Mr.  McDonald.  Do  you  mean  in  New  England? 
Mr.  GiFFORD.  Yes.    The  people  of  my  section  prefer  to  have  title  I 
continued. 

Mr.  McDonald.  Of  course,  you  come  from  a  section  of  the  country 
that  is  radically  different  from  the  rest  of  the  country.    Title  II  is 
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the  large  volume  of  the  work  of  the  Federal  Housing  Administration. 
We  did  a  gross  business  last  year  of  over  $1,300,000,000,  almost 
$1,010,000,000  of  small-home  mortgage  insurance  under  title  II. 

Mr.  GiFFORD.  The  business  done  under  title  II  was  a  small  amount 
in  my  section. 

Mr.  McDonald.  Of  course,  tliat  is  true.  New  England  is  quite 
different  from  some  other  parts  of  the  country.  It  is  not  growing  as 
rapidly,  for  instance,  as  some  other  parts  of  the  country,  and,  in  fact, 
there  is  a  decrease  in  population  in  some  parts  of  it.  Also,  the  houses 
built  in  New  England  are  built  much  more  substantially  and  they  last 
a  great  deal  longer.  There  is  not  the  necessity  for  new  homes  there 
that  there  is  in  some  other  areas,  and.  on  top  oi  all  of  that  you  have  a 
tremendous  amount  of  money  in  New  England,  especially  in  the  sav- 
ings banks  which  are  looking  for  investments,  and  which  are  very 
glad  to  get  first  mortgages. 

Mr.  GiFFORD.  Yes;  I  was  in  the  real-estate  business  for  30  years, 
and  I  ought  to  understand.  But  we  seem  to  be  unable  to  take  advan- 
tage of  title  II. 

Mr.  McDonald.  It  might  be  of  interest  to  know  that  some  of  the 
New  England  savings  banks,  the  Burlington  Savings  Bank  is  solicit- 
ing F.  H.  A.  loans  all  over  the  United  States. 

Mr.  GiFFORD.  I  had  a  piece  of  property  i-ecently  for  which  I  agreed 
to  pay  $7,000.  $2,500  was  all  the  savings  bank  would  approve.  That 
conservatism  now  })revails. 

Mr.  McDonald.  Of  course,  I  do  not  know  anything  about  that. 

Mr.  GiFFORD.  I  am  quite  sure  you  realize  the  reluctance  of  the  banks 
in  my  section.  It  is  due  to  the  red  tape  and  constant  annoyance  and 
difficulty  with  these  loans,  and  they  do  not  want  to  be  annoyed  with 
them.     Is  tliat  not  right  ? 

Mr.  McDonald.  No;  I  do  not  think  it  is  right,  because  we  would 
not  be  doing  the  business  if  it  wei-e  right.  One  of  your  largest  life- 
insurance  companies  in  New  England  has  purchased  over  $26,000,000 
worth  of  F.  H.  A.  loans  from  several  distant  points,  as  far  as  Cali- 
fornia. 

Mr.  GiFFORD.  Yes;  I  read  of  that.  I  sometimes  wish  we  could  get 
the  spirit  of  Los  Angeles  up  in  New  England. 

Mr.  McDonald.  No.  I  say  this  is  a  New^  England  life-insurance 
company  which  is  buying  them  in  other  parts  of  the  country.  Maybe 
they  like  real-estate  loans  in  other  parts  of  the  country  better  than 
they  like  them  at  home. 

Mr.  GiFFORD.  I  have  tried  to  arouse  interest  in  our  banks  in  title  II. 

Mr.  McDonald.  They  buy  them  in  Florida  and  Texas. 

I  tliink  Dr.  Fisher  would  like  to  make  a  brief  statement. 

The  Chairman.  I  have  just  one  question  before  you  leaA^e.  You 
spoke  of  charging  a  fee  for  insurance  under  title  I,  and  you  suggested 
a  fee  of  1  percent? 

Mr.  McDonald.  Yes,  sir. 

The  Chairman.  Do  you  think  the  assessment  of  1  percent  will  afford 
ample  ])rotection  against  losses? 

Mr.  McDonald.  No,  sir.  I  think  the  losses  w^ould  be  in  excess  of 
1  percent.    You  mean  1  percent  per  annum  ? 

The  Chairman.  Yes. 

Mr.  Spence.  Would  that  include  complete  coverage  as  under  title  II? 

137353—39 3 


l> 


30 


AMENDMENTS  OP  1939  TO  NATIONAL  flOUSING  ACT 


Mr.  McDonald.  It  is  exactly  the  same  coveia«re  they  Iiave  now,  Mr. 
hpence.  i?  or  instance,  an  institution  with  any  volume  of  business, 
even  though  the  insurance  is  only  10  percent,  has  100-percent  coverage 
because  the  loss  is  on  the  aggregate  amount  insured  and  not  the  indi- 
vidual loss. 

Mr.  Spence.  Yes;  the  accumulated  insurance  it  carries  protects  it 
against  all  losses? 

Mr.  McDonald.  Yes,  sir. 

Mr.  Si  ence.  Would  you  write  into  the  contract  of  insurance  10  per- 
cent, or  would  you  write  into  the  contract  of  insurance  the  entire 
coverage  of  the  mortgage  ? 

Mr.  McDonald.  The  meaning  of  that  would  be  to  make  title  I  insur- 
ance  as  it  is  now,  and  simply  chaige  the  lending  institution  a  1-percent 
premium.  i 

1   ^r- S^E^^^E.  Until  a  bank  accumulates  cash  i-eserve  on  the  accumu- 
lated loans  of  10  percent  they  may  sustain  a  loss? 
Mr.  McDonald.  Yes. 

reserve «^'*''^^^  ^'^^'^'  ^'""^  ^^""'"'''^  ""^  ''"  ''^  ^^''''  accumulated  cash 
Mr.  McDonald.  Those  reserves  to  loans  made  under  each  act.    Thev 

expire  with  the  various  acts  except  for  loans  made  during  tlie  period 

the  act  was  m  force.     The  first  lot  expired  2  years  ago  when  the  act 

expired,  and  last  year  they  expired  again. 

Mr.  Sfksce.  My  thought  was  tliat  if  a  bank  was  going  to  pav 

I  percent  for  the  insurance  they  could  probably  have  a  prettv  "rood 
argument  why  you  should  insure  them  for  the  full  amount  of  the 
mortgage,  as  you  insure  under  title  II  ? 

Mr.  McDonald.^  I  see  what  you  mean;  I  had  not  thought  of  that 

Mr.  GiFFCRD.  lou  say  the  life-insurance  comi)anies  favor  these 
insured  mortgages? 

Mr.  McDonald.  Yes,  sir. 

Mr.  GiFFCRD.  I  can  well  understand  that  they  would.  The  annov- 
ance  of  placing  these  mortgages,  the  sui)ervision  and  the  risk  some- 
times taken  with  contractors,  is  all  done  away  with  and  is  completed 
when  tlie  life-insurance  companies  take  over  the  mortgage.  The  banks 
express  their  annoyance  with  the  handling  of  them,"and  with  trying 
to  carry  out  the  multiplicity  of  instructions.  That  has  been  the  basis 
of  their  unwillingness  to  handle  them.  I  can  understand  that  when 
?rFf  l"'^/'  ^^^Pl^t^dfiid  accepted,  then  the  life-insurance  compa- 

II  l.u  ^^'^"''  ^"^  't  ^^'^  life-insurance  companies  had  to  perform 
all  of  the  sei-vices  and  run  the  risks  it  would  be  a  different  matter, 
^N  ouici  It  not  s  ' 

Mr.  McDonald.  Yes  Of  course,  that  is  the  reason,  Mr.  Congi-ess- 
man,  why  even  with  Government  insurance  and  a  5-percent  rate  it 
has  not  heretofore  been  considered  excessive  because  there  is  a  lot  of 
annoyance  m  making  mortgages  which  have  to  be  collected  every 
month  A  man  has  to  come  in  every  month  and  make  his  payments 
and  so  forth.  However,  some  banks  look  upon  that  as  a  way  of  build 
mg  up  their  clientele.  They  think  it  is  a  good  thing  to  have  people 
coming  m  every  month  and  making  small  payments.  ^     ^ 

M^n '  '^?Vf^^^'  ^^^^  ^^^  ^^^^  y<>"  sustained  under  title  II,  Mr. 
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Mr.  McDonald.  We  have  accepted  after  foreclosure  435  prop- 
erties, of  which  we  have  sold  232,  and  on  which  we  have  taken  a 

lo&s  of  $160,000. 

Mr.  Johnson.  That  is  your  loss  under  title  11^ 

Mr.  McDonald.  Yes,  sir. 

Mr.  Johnson.  What  percentage  would  it  run? 

Mr.  McDonald.  I  haven't  that  figure. 

Dr.  Fisher.  On  a  total  of  $1,300,000,000  insurance,  that  is  twelve 
one-thousandths  of  1  percent.  ,  , 

Mr.  McDonald.  Dr.  Fisher  would  like  to  make  a  few  additions 
to  his  remarks,  Mr.  Chairman. 

Mr.  Williams.  Mr.  McDonald,  unless  there  is  someone  else  who 
is  familiar  with  the  practical  operations,  especially  with  reference 
to  sections  207  and  210,  I  would  like  to  ask  you  some  further  ques- 
tions. 

Mr.  McDonald.  Mr.  Colean  is  familiar  with  that,  and  I  will  ask 
him  to  answer  your  questions  if  it  is  agreeable. 

Mr.  Wii  LiAikis.  All  right. 

Mr.  McDonald.  Mr.  Coleaii,  Mr.  Williams  wants  to  ask  you  some 
questions. 

Mr.  WiLLiAikis.  I  want  to  clear  up  some  things  about  it  in  my  own 
mind.  I  do  not  want  to  interfere  with  the  order  of  the  presentation 
of  the  testimony  here. 

The  Chairman.  Do  that  right  now,  unless  there  are  some  further 
questions  of  Mr.  McDonald. 

STATEMENT  OF  M.  L.  COLEAN,  ASSISTANT  ADMINISTRATOR, 
FEDERAL  HOUSmO  ADMINISTRATION 

Mr.  Williams.  I  understand  you  are  familiar  with  the  practical 
operations  of  the  various  phases  of  this  insurance  ? 

Mr.  CoLEAN.  I  am,  sir,  so  far  as  they  concern  the  Federal  Housing 
Administration. 

Mr.  Williams.  Yes,  I  mean  as  applied  to  this  act. 

Mr.  CoLEAN.  Yes,  sir. 

Mr.  Williams.  Under  section  203  insurance  is  issued  on  present 
structures,  or  those  that  are  being  constructed  ? 
'  Mr.  CoLEAN.  That  is  correct ;  yes,  sir. 

Mr.  Williams.  And  the  percentage  of  that  insurance  runs  about 
30-70  at  the  present  time,  as  I  understood  from  Mr.  McDonald;  is 
that  correct? 

Mr.  CoLEAN.  Yes,  sir ;  I  understand  so. 

Mr.  Williams.  Just  describe  the  procedure  by  which  I  could  get 
insurance  if  I  had  a  building  that  I  wanted  to  insure,  a  present 
structure,  an  existing  structure. 

Mr.  CoLF^N.  You  mean  a  small  mortgage? 

Mr.  Williams.  Yes. 

Mr.  CoLEAN.  My  part  of  the  work  is  with  the  large  mortgages,  Mr. 
Williams. 

Mr.  Whxiams.  All  right,  leave  that  out  for  the  present,  and  let  us 
go  to  section  207. 

Mr.  Colean.  Yes,  sir. 

Mr.  Williams.  That  is  your  particular  field  ? 

Mr.  Colean.  Yes,  sir;  that  is  my  field. 
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to   what  extent   do  you   insure   under  tliat 


types 


Mr.  Williams.  And 
provision  ? 

Mr.  Williams    mat  does  it  cover  and,  generally,  what  is  it? 

ir.    I      ,^^^'.^^.  ^/'^^?  apartment  structures  of  various 
m  about  29  States  and  tlie  District  of  Cohunbia 
Mr.  Williams.  Wlio  owns  them  ? 

\.J^!''  ^^^^.^-.7^7  ^''^  «'''".^^'  «^*  ^^'^  large  part  of  them  are  owned, 
by  limited-dividend  corporations  set  up  in  accordance  witli  the  regu- 
lations estabhslied  by  this  act.  ^ 

ow^^edr^^^^'^^*^'  ^^^  """^  ""^  ^^'"^"^  ^^'^^^  ^^'  "^""^^'ipally  or  nationally 

Mr  CoLEAN  We  have  three  of  them  that  are  owned  by  public  au- 
thorities. All  of  the  rest  of  them  are  owned  by  private  limited- 
aividend  corporations. 

Mr.  Williams.  AVliat  do  you  mean  by  public  authorities  ? 

Mr.  CoLEN.  Authorities  set  up  under  State  law  for  the  purpose  of 
owning  and  operating  housing  properties.  Tliey  are  local  bodies  like 
a  public-utihties  board,  or  something  of  that  sort. 

Mr.  Williams.  Have  you  incurred  any  losses  I'lnder  that  provision 

oO   IcLl  . 

Mr  Colean.  No,  sir;  we  have  not  had  any  losses  under  either  207 
or  ^xu. 

Mr.  Williams.  Have  you  been  compelled  to  take  over  any  of  those 
properties  ?  j  ^ 

Mr.  Colean.  No,  sir;  we  have  not  yet. 

Mr.  Williams.  Are  you  now  threatened  with  taking?  any  of  them 
ov^er?  *^       -^ 

Mr.  Colean  No,  sir  For  the  most  part  they  are  going  along  pretty 
mtiiVall^''^^''    '''^  '^         ^^^^^'^  '''^  ^^  through  witfi  them, 

Mr  Williams.  Those  buildings  are  primarily  designed  to  furnish 
rent  to  low-income  groups,  are  they  not  ? 

Mr.  Colean.  There  is  no  provision  in  the  act  as  to  what  particular 
class  of  people  these  buildings  should  be  designed  for.  As  a  matter  of 
safety  we  have  endeavored  only  to  oi)erate  in  ranges  where  the  rents 
wei-e  nioderate,  and  there  were  a  good  many  people  in  the  communi- 
ties to  nil  the  buildings  up. 

Mr.  WiLUAMs.  In  general,  what  is  the  rent  in  those  buildings ^ 

Mr.  Colean.  Our  average  rental  probably  falls  somewhere  around 
$45  per  month  per  unit.  That  is,  taking  the  country  as  a  whole  the 
more  expensive  ones  in  New  York  City,  and  the  cheaper  ones  in  other 
places. 

Mr.  Williams.  A  unit  would  \ye  about  three  or  four  rooms  >* 

Mr.  Colean.  The  average  is  a  fraction  under  four  rooms  but  the 
normal  unit,  I  should  say,  is  a  one-bedroom  or  a  two-bedroom  unit 
with  hvmg  room,  kitchen,  and  other  facilities.  ' 

Mr.  Williams.  AVho  finances  those  buildings? 

Mr.  Colean.  By  and  large  they  have  beeiri)niicipally  financed  bv 
the  large^  life-insurance  companies,  and  a  few  of  them  have  been 
financed  by  savings  banks,  particularly  in  New  York,  and  a  few  bv 
the  Federal  National  Mortgage  Association.  ^ 

Mr.  Williams.  Who  manages  them  now? 
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Mr.  Colean.  They  are  managed  by  the  owning  corporations. 

Mr.  Williams.  That  is  usually  some  kind  of  a  public  or  a  limited- 
dividend  corporation? 

Mr.  Colean.  It  is  usually  a  limited-dividend  corporation,  of  course. 
subject  to  our  supervision  at  all  times. 

Mr.  Williams.  And  you  keep  men  on  the  job  in  those  apartments- 
all  the  time  to  supervise  them? 

Mr.  Colean.  No,  sir;  we  do  not,  but  we  have  a  member  on  their 
board  of  directors,  and  we  receive  monthly  reports  from  them,  and 
annual  audits,  and  so  forth,  which  gives  us  an  opportunity  to  keep 
in  close  touch  w^ith  what  is  going  on  and  what  they  are  doing. 

Mr.  Williams.  To  what  extent  have  those  buildings  been  occupied 
by  tenants? 

'  Mr.  Colean.  Well,  in  most  cases  the  properties  have  been  very  suc- 
cessful and  attained  100-percent  occupancy  within  a  fairly  short  time 
after  their  completion. 

Mr.  Williams.  Have  there  been  any  complaints  in  the  localities 
where  those  buildings  have  been  erected  about  causing  competition 
with  apartments  that  have  been  constructed  and  financed  by  |)rivate 
capital? 

Mr.  Colean.  These  buildings  have  no  other  kind  of  capital  in  them 
but  private  capital,  but  at  times  there  are  a  few  situations  where 
the  competition  may  have  been  keener  than  in  other  places,  w-here 
there  have  been  complaints  from  owners  of  competing  properties  or 
properties  which  they  thought  would  be  competitive. 

Mr.  Williams.  What  is  your  procedure  under  section  210? 

Mr.  Colean.  The  procedure  under  section  210  is  exactly  the  same 
as  it  is  under  section  207.  The  purpose  of  section  210  was  to  provide 
a  little  simpler  form  of  operation  for  smaller  properties,  where  the 
corporation  form  of  supervision,  and  so  forth,  was  felt  to  be  too 
cumbersome. 

Mr.  Williams.  Sections  207  and  210  apply  only  to  new  structures? 

Mr.  Colean.  Yes,  sir ;  that  is  correct. 

Mr.  Williams.  There  has  been  no  insurance  of  existing  structures, 
and  there  can  be  none  under  either  one  of  those  sections? 

Mr.  Colean.  That  is  correct,  as  the  act  now  stands.  Under  the 
act  before  it  was  amended  we  could  insure  them,  but  there  was  no 
specific  reference  to  either  new  or  old,  and  we  assumed  we  could 
insure  first  loans  on  old  buildings.  We  have  two  projects  which 
were  actually  built  before  they  were  financed  with  insured  mortgages. 

Mr.  Williams.  That  was  under  old  section  207  ? 

Mr.  Colean.  Yes,  sir;  that  is  correct. 

Mr.  Williams.  What  limitations  are  there  with  reference  to  the 
number  of  dwellings  and  the  value  of  the  properties  under  section 

210? 

Mr.  Colean.  The  largest  mortgage  that  we  can  insure  under  sec- 
tion 210  is  $200,000,  which  must  not  be  greater  than  a  cost  of  $1,150 
per  room. 

Mr.  Williams.  And  what  is  the  smallest? 

Mr.  Colean.  It  can  go  down  to  $16,000. 

Mr.  Williams.  That  fits  on  to  section  203  ? 

Mr.  Colean.  That  is  right.  It  begins  where  section  203  leaves  off 
and  goes  up  to  $200,000,  and  section  207  presumably  begins  at  the 
same  place,  and  goes  on  up  to  $5,000,000. 
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MinSr""'-  '^^''    l'^"^'^-    for    the    building    of    multiple 

rI:hS'^:iJ^:lJ;  ^l  ^ll-^^,  ^  ««„  be  group  houses  for 
property  is  used.         ^  ""^  "^^  ^''"'^  '!'«*  type  of  rental 

Mr"  K'rYo"°:ne"i^!^ni;'lifr  r^*'"^'^  °'-  ^t--^^^^ 

connection  with  them  ?  *  ''""^'^  "'""  examination  in 

buSnJr"^*"-  ^'''    "•''"    '"««*"*"«   t'>e   construction    of    these 

sur^L'^XLJg:,:;Tir«t^^  ^- "« *- «- 1- 

make  the  moitgagt  and  thev  ak„  «..t     .^"«»"«1  institution  willing  to 
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Mr!  Co^^zT'tJ"  fw^hli'  :^  "'*;•'«  »"■'""«  eorpo.^tions? 
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we  issue  them\%oSmer.    Then  we  ifr"'  P^'"*  "*  ^'''W' 
time  construction  begins.    That  is    nl  rl  ff  I  mortgage  at  the 

of  operation  and  the^TeVatSs  under  se^o"  203  ^"^7"'  /'"f.  '^P« 
sure  advances  during  tAe  construction  S"  ^^^^    ^^'^  ''^''"""^  '»- 

structionT""*"^-  ^'    '^"'"•^^    ^^    -^""ise    them    during    con- 
i"f on.^^°We'^mve''reskier  Z^-'f  ']''"'  "■''"''  «'"«ti-uction  is  go- 

hafjonro^-^"^-  ^^"""-  *>'«'  P-visionPhow*L,eh  new  construction 
i.ear,  oh,  say,  $85,0ob,()0o"l;rth  of  c,lnS.:elfo,r''""^  ''^  "'""'*'»"g 

than  a  certain  lentSvitho,  the  ^pS  of  he  A'r*  '^T'^^  "^"'^ 
cannot  pay  a  dividend  beyond  a  ceZin  amount  wiuStThrr^'-  ^\ 
of  the  Administrator  and  without  havin-rset  un  certnW.  \i  *PPJ?^aJ 
reserves.  Their  books  must  be  subiect  Vo  hisLtTo.;  k  "flier  specified 
trator  and  they  must  make  r^.C  reports  as  to  hei  ^  "'^  Adminis- 
their  financial  audits  to  the  ASstTatr!  and? in'a'Kr^Va^ve 
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to  have  a  member  on  the  board  of  directors  who  meets  with  them  at 
all  rejrular  meetinfjs  We  also  have  a  provision  whereby,  in  case  of 
default,  the  special  preferred  stock  issued  to  the  Administrator  ac- 
quires full  votinjr  rights  and  ijives  him  immediate  control  of  the 
corporation.  .    . 

Mr.  Williams.  That  is  just  a  nominal  amount,  is  it  noti? 

Mr.  CoLEAN.  That  is  correct.  ^  i    ^  ^i       « 

Mr.  Williams.  How  do  those  units  rent ;  what  is  the  rental  of  them  i 

Mr.  CoLEAN.  The  amount  of  the  rental? 

M!r  Williams.  Yes. 

Mr  CoLEAN.  There  is  a  great  variation  in  the  rentals.  As  I  say,  in 
New  York  the  rentals  run  up  as  high  as  $60  or  $70  a  unit.  We  have, 
on  the  other  hand,  in  a  small  New  England  town  a  project  where^he 
rentals  are  as  low  as  about  $14  a  unit.  That  is  in  Chicopee  Falls.  You 
mav  be  familiar  with  that. 

Mr.  Williams.  Then,  in  some  cases,  you  have  been  able  to  furnish 
rental  to  the  lower-income  groups  ?  i   ,  j  • 

Mr.  CoLEAN.  Yes,  sir ;  we  have.  We  are  working  toward  that  end  m 
every  way  we  can,  tiding  to  train  and  educate  builders  to  techniques 
necessary  to  get  into  that  field.  . 

Mr.  Williams.  Have  you  had  any  trouble,  withm  the  limits  pre- 
scribed by  the  law,  with  reference  to  the  cost  per  room? 

Mr.  CoLEAN.  None  whatever. 

Mr.  Williams.  Have  you  had  any  defaults  under  section  210? 

Mr.  CoLEAN.  No,  sir;  not  to  date. 

Mr.  Williams.  Have  those  buildings  been  all  pretty  well  occupied 
by  tenants  from  the  time  they  have  been  constructed? 

*  Mr.  CoLEAN.  There  has  been  a  varying  degree  of  success  naturally. 
The  most  outstanding  successes  have  undoubtedly  been  the  projects 
right  around  Washington  where  the  tenants  were  ready  to  move  in 
before  they  were  finished.  In  other  places  it  has  taken  a  longer  time 
to  get  occupancy,  but,  for  the  most  part,  the  occupancy  has  been  fairly 
rapid,  which  indicates  we  have  been  able  to  achieve,  at  least,  the  objec- 
tive of  aiding  in  the  construction  of  buildings  where  they  are  needed. 

Mr.  Williams.  Have  there  been  many  projects  submitted  to  you  that 
have  been  turned  down — rejected  entirely? 

Mr.  Coi^AN.  Yes;  I  suppose,  over  the  4-year  period  that  we  have 
operated,  our  rejections  would  run  80  percent  of  the  total  amount  of 
projects  examined. 

Mr.  Williams.  You  mean  tliat  8  out  of  10  have  been  rejected? 

Mr.  Colean.  That  is  correct. 

Mr.  Williams.  What  has  l)een  the  primary  reason  for  that? 

Mr.  Colean.  In  the  early  days  a  considerable  amount  of  it  was  due 
to  lack  of  available  mortgage  money.  However,  that  is  no  longer  a 
problem.  The  second  problem  was  equity  money.  That  is,  the  money 
to  make  up  the  difference  between  tlie  mortgage  proceeds  and  the  cost 
of  getting  the  thing  built.  Then  there  are  minor  difficulties  which  come 
up,  title  problems,  and  investigation  items  of  that  sort  which  have 
caused  some  of  them  to  be  abandoned. 

Mr.  Williams.  In  those  buildings  under  sections  210  and  207  the 
equity  of  the  owner  is  supposed  to  be  20  percent  ? 

Mr.  Colean.  The  maximum  mortgage  we  can  insure  is  an  80-i)er- 
cent  mortgage  under  the  law. 
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Mr.  Spence.  What  are  the  qualifications  that  a  lending  institu- 
tion must  have  to  be  approved  by  the  administration  ? 

Mr.  CoLEAN.  To  make  one  of  these  large  mortgages? 

Mr.  Spence.  Yes.  *=*  *' 

Mr.  CoLpN.  Well,  it  has  to  be  an  institution  that  is  legally  quali- 
fied^ to  make  such  a  loan,  that  has  sufficient  capital  to  nrake  such  a 

Mr.  Spence.  Do  you  investigate  their  reputation  in  the  community 
where  they  do  business?  -^ 

Mr.  Cole.\n.  We  do  not  have  much  of  a  problem  of  that  sort, 
because  this  lending  is  principally  confined  to  the  larger  life  insurance 
companies,  about  whose  qualifications  there  is  no  question 
,  Mr.  bPENCE  It  IS  not  confined  to  them  in  the  law.  It  says  financial 
institutions  of  every  character.  I  wondeml  if  you  did  not  make 
some  investigation  of  tlie  standing  of  the  financial  institutions  in  tlie 
communities  where  they  operate? 

Mr.  CoLK^N.  Unless  it  is  a  large  life  insurance  company,  whose 
position  is  already  known,  or  unless  it  is  an  instituticm  already  ap- 

F/r  w"!'""  '''^'?\  ^^'^'  ""^  ^'^"^^  "^^^^  '^  ''^^y  ^^reful  investigL 
tion.  We  have  not  had  any  cases  I  know  of  where  we  have  deiilt 
with  institutions  not  already  approved  except  in  the  case  of  one  or 

\v  larger  life  insurance  companies. 

Mr.  Spence  Under  the  other  sections  of  the  law  you  deal  with  the 
smaller  financial  institutions?  ^ 

Mr.  CoLEAN.  Yes,  sir. 

Mr.  Spence.  Do  you  make  investigation  of  those  institutions  be- 
fore approving  them  ? 

Mr.  Cahill.  Yes.  Under  section  203,  Congressman,  we  have  in 
our  regulations  the  requirement  that  all  institutions  up  to  a  certain 
class  must  be  under  the  supennsion  of  some  governmental  agency. 
Then  we  provide  for  institutions  which  are  not  under  Government 

If^OOO  \'T'''''^  f^'"'  V'^^'  ^  ^"^^"^""^  ^^^Pital  set-up  of 
^100,000.  In  those  instances  they  must  submit  to  us  prior  to  ap- 
proval a  financial  statement  made  and  approved  by  an  outside  auditor 
satisfactory  to  the  Administrator.  They  are  subject  to  exa,^^^^^^ 
tion  each  year  and  to  any  other  examinations  we  wish  to  make  As 
to  new  institutions  which  are  under  Federal  supervision  or  State 
siipervision  we  consider  that  satisfactory  evidence  if  proper  examina'' 

5fr*  rr^TT?*  v""  '''''"  "'''•^  *ir"*  T'''  independent  examinations? 

Mr  Cahill.  No;  v^e  require  that  they  submit  an  audit  made  by  an 
outside  certified  public  accountant,  an  auditor  satisfacto^  t7the 
Administrator.  If  that  is  not  satisfactory  evidence  of  hefr  fitnels 
we  make  it  ourselves,  and  we  are  privileged,  under  our  regula  ons 
nLe^^arr'       '''^""''  '  statement,  or  make  any  examination  that  "s 

Mr.  GiFFORD.  May  I  continue  there? 

Mr.  Spence.  Yes. 

Mr.  GiTFioRD.  It  has  been  brought  out  heretofore  that  there  iip 
several  very  ^ave  dangers  in  the  lack  of  full  investigation  oTthes^ 
properties.  Do  you  have  much  trouble  in  the  appraisal  of  l«n^ 
values,  or  do  you  look  into  that  carefully  to  see  whether  or  not  tW 
are  swollen  appraLsals,  or  is  the  matter  of  the  amount  you  mly.It 
from  the  rentals  of  those  properties  the  most  persuasive  factor « 
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Mr.  CoLEAN.  You  are  speaking  now  of  the  small  properties  or  the 
large-scale  operations? 

Mr.  GiFFORD.  The  large-scale  operations.  It  has  been  brought  out 
heretofore  that  under  an  80-percent  mortgage  the  appraisal  on  the 
land,  the  figures  of  the  contractor,  and  the  price  to  be  paid  to  the 
architect  could  easily  be  swollen,  and  then  they  could  quietly  agree  to 
take  20  percent  off,  and  it  could  never  be  detected,  probably,  m  your 
investigations.  Of  course,  in  these  very  large  operations  it  would 
still  seem  that  perhaps  you  could  not  always  detect  that  there  were 
discounts  to  cover  that  20  percent.  It  is  a  very  easy  matter  to  get  the 
bill  of  the  architect  and  of  anybody  else  presented  and  receipted  and 
take  a  discount  of  20  percent  less,  unknown  to  anyone. 

Mr.  CoLEAN.  As  you  well  know,  we  are  dealing  with  a  business  in 
which  there  are  one  or  two  tricks. 

Mr.  GiTFORD.  Yes. 

Mr.  CoLEAN.  I  have  been  in  it  fairly  long,  too,  myself.  I  am  under 
no  illusions  as  to  the  type  of  thing  that  we  have  to  look  for.  We  try 
to  examine  these  just  as  carefully  as  possible.  We  have  our  costs 
checked  twice,  both  by  the  original  receipts  and  the  application  in  our 
field  office,  and  again  by  the  Washhigton  office  when  they  come  through 
here. 

Mr.  GiFFORD.  The  answer  is  that  the  amount  of  rentals  really  is  the 
most  persuasive  factor  ? 

Mr.  CoLEAN.  We  check  it  from  the  cost  side,  and  Ave  check  it  from 
the  rental  side,  and  if  the  amount  that  would  be  allowable  on  the  basis 
of  the  income  would  not  supi)ort  the  costs,  we  would  have  to  hold  it 
down  below  that,  anyway. 

Mr.  GiFFORD.  I  can  readily  see  that  your  investigators  on  the  actual 
cost  of  the  construction  could  be  very  effective.  They  could  be,  and 
they  ouglit  to  be.  But  in  setting  up  one  of  these  things  you  could  not 
prevent  the  swollen  values  placed  on  the  land  and  these  other  agree- 
ments as  suggested,  could  you? 

Mr.  CoLEAN.  Well,  I  cannot  say  we  could  positively  pi-event  them, 
but  I  think  that  by  and  large  an  independent  appraisal  of  the  projects 
that  have  been  completed,  I  am  confident  would  result  in  higher 
valuations  than  we  had  originally  given  them. 

Mr.  GiFFORD.  Well,  the  life-insurance  companies  take  them  after 
they  are  insured,  and  because  they  are  insured,  of  course. 

Mr.  CoLEAN.  Well,  they  make  their  own  investigations;  their  own 

appraisals  of  them. 

Mr.  GiFFORD.  Did  you  see  any  clipping  about  the  St.  Louis  incident 
where  the  land  was  twice  sold  and  carried  in  the  appraisal  submitted 
for  an  insured  mortgage  at  an  increase  of  300  percent  ?  Did  you  see 
any  statement  about  that  ? 

Mr.  CoLEAN.  Yes;  I  am  familiar  with  that  case. 

Mr.  GiFFORD.  I  will  not  enlarge  upon  that,  but  it  engaged  my  curi- 
osity, and  I  wondered  if  you  could  possibly  help  prevent  such  padding 
of  values.  I  want  to  ask  you  the  question  again :  The  rentals  to  be 
received  and  the  income  thereon  is  the  most  i>ersuasive  argument,  is 

it  not  ? 

Mr.  CoLEAN.  No;  I  would  not  say  the  most  i^ersuasive.  It  is  one 
we  do  put  great  weight  on,  and  one  we  endeavor  to  investigate  very 
carefully.  Our  research  division,  for  instance,  is  constantly  checking 
housing,  getting  the  general  situation  in  these  different  communities 
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win  be  ''^  '"'"  "'''^'*  ^^""''-^  ''*'^'^  estimates  of  vvliat  tlie  rental  income 

Mr.  GiFFORD.  You  are  makin^r  these  mortpi^res  to  run  for  a  lon«r 

time,  and  undesirable  conditions  arise  in  communities  which  at  times 

disturb  values.  imifs 

Mr.  CoLEAN.  That  is  quite  true. 

Mr.  GiFFORD.  I  am  simply  sayinjr  there  are  some  mave  damrer^  in 
these  very  large  scale  operations.  ^^    -   "• 

Mr.  CW\N.  We  i-ecognize  that,  and  that  is  one  reason  why  we 
apply  as  close  supervision  as  we  do  to  these  corporations  For  in- 
stance we  make  them  start  to  establish  their  reserve  for  i-epairs  ri^dit 
out  of  their  first  year's  rents.  We  make  them  carrv  at  least  a  h7ilf 
year  s  debt  service  in  reserve.  We  also  make  them*  carry  a  certain 
amount  of  cash  capital,  and.  as  I  said,  we  limit  their  dividends  sr) 
that  any  excess  earnings  can  have  no  other  i)lace  to  go  but  toward 
tiie  payment  of  the  mortgage  in  any  good  years. 

Mr.  GiFFORD.  I  trust  you  see  the  force  of  mv  question 

Mr.  CoLEAN.  I  certainly  do,  and  it  is  a  problem  we  are  verv  well 
aware  of.  ^ 

Mr.  Simpson.  You  begin  your  commitment  to  guarantee  iust  as 
soon  as  you  begin  construction?  "' 

Mr.  CoLEAN.  Our  mortgage  goes  into  effect  in  the  lanre  cases 
where  construction  starts.  ^ 

Mr.  Simpson.  Is  there  a  contiact  for  the  construction  at  that  time'' 
Mr.  C  OLEAN.  Yes. 

Mr.  Simpson.  You  have  not  yet  run  into  any  situations  wliere 
those  who  were  doing  the  work  liad  to  have  additional  money,  and 
had  to  make  a  change  in  plans,  and  so  fortli.  and  if  so.  what  would 
you  do  in  that  situation  ? 

Mr.  CoLEAN.  We  would  require  the  owners  to  put  up  the  extra 
money.  i         i 

Mr.  Simpson.  Suppose  they  could  not  do  it,  would  you  be  oblicrated 
for  that  amount  ?  ^^    ^  * 

Mr.  CoLEAN.  Our  contracts  are  all  covered  with  construction  bonds 
as  a  matter  of  regulation  now,  so  that  I  think  we  are  well  pro- 
tected. We  usually  require  a  contingency  fund  to  be  set  up  and 
other  cash  equities  established  in  a  bank  with  the  Administrator's 
joint  signature  required  for  withdrawals  to  cover  that  type  of 
thing.  -^^ 

The  Chairman.  Do  you  not  feel  that  the  criminal  provisions  of 
the  law  protect  you  against  attempted  fraud  ? 
Mr.  Colean.  Yes,  sir;  I  think  they  do. 

The  Chairman.  They  afford  valuable  protection  in  connection  with 
all  of  your  transactions? 
Mr.  Colean.  Yes,  sir. 

The  Chairman.  As  a  rule  the  average  man  has  a  fear  of  violating'- 
a  Federal  criminal  law.  ^ 

Mr.  GiFFORD.  Is  it  fraud  when  the  architect  takes  a  chance  and 
sjiys,  "If  this  goes  through  and  you  get  your  loan  I  will  discount 
it  at  20  percent  ?"    Would  you  not^call  it  fraud  ?  discount 

Tlie  Chairman.  1  do  not  know  about  that. 

Mr.  GiFFORD.  Well,  that  is  the  point,  and  yet  it  takes  20  percent  off 
the  value  of  these  insured  mortgages. 
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Mr.  Spence.  What  effect  do  the  United  States  Housing  Authority's 
activities  have  on  your  organization  .  Hnn^hia  Au- 

Mr.  Colean.  Our  organization  and  the  Lnited  States  »'»^'^;S^  ^^'^ 
thority,  I  tliink,  have  been  working  very  harmoniously.    We  have  naa 

"''C  S™f  K1unifo,nid  their  functions  overlap  to  a  cer- 

^'''MrC^t.^S^:  ^S'-not  to  any  ..,.-ciable  -tent     I  tjink  we 
have  been  working  along  parallel  lines,  but  with  no  difficulty  as  to 

"iftpENCE   Do  you  not  attempt  to  furnish  low-rent  apaitment 
his,,™-  the  U'nited  States  Housing  Af -"^^  f  «?;;Ut|  ^^'^ 

Mr.  Colean.  We  try  to  encourage  private  builders  »/'  "'^  \'^.  «f, 
low-rental  buildings  as  possible  without  any  subsidy,  and  t^^^^  ™'^^^ 
Authority  begins,  presumably,  where  we  leuve  off,  or  at  a  c.nsi.le, able 
stage  below  where  we  are  leaving  off  at  the  present^time. 

Mr  Spence.  They  are  in  a  field  that  you  are  unable  to  entei  ? 

Mr  Colean.  Yes;  I  think  so,  as  a  matter  of  general  practice. 

Mr.  MiLLEK.  Do  you  consider  that  the  primary  purpose  of  this  legis- 
lation is  to  aid  builders,  developers,  insurance  companies  and  faidii- 
cal  institutions,  or  do  you  consider  the  i-eal  purpose  is  to  aid  those 
whi.  are  in  need  of  low-price  housing?     I  realize  that  question   is 

"""Sir!  CWn.  The  question  of  the  purpose  of  the  act  is  covered  in 

the  preamble  to  the  act.  ,  r?   -^  :., 

Mr.  MiLUjR.  Yes;  but  undoubtedly  there  are  definite  purpo^sin 
the  act,  and  I  am  wondering  whether  your  interpretation  and  the 
Administration's  interpretation  of  the  purposes  of  the  act  is  to  aid 
financial  institutions,  insurance  companies,  and  developers  or  to  aid 
those  who  are  in  need  of  low-price  housing?  t  .1  •  i, 

Mr  CoLFjiN.  The  purpose  of  the  act,  as  I  stated,  and  as  1  tJnnk 
we  have  tried  to  be  faithful  to,  is  to  encourage  improvement  in  hous- 
iiiff  standards  and  conditions,  and  to  pi-ovide  a  system  of  mortgage 
insurance  We  have  taken  the  stand  that  certainly  where  housing 
was  not  needed  by  any  given  group  in  a  community,  there  was  no 
point  in  encouraging  builders  in  that  section  lo  build  unnecessary 

st  ruct  ures 

Mr  WoLCOTT.  One  of  the  purposes  of  the  act,  originally,  was  to 

take  up  the  slack  in  unemployment  in  building  trades. 

Mr  Colean.  That  undoubtedly  was  one  of  the  purposes,  Mr.  Wol- 
cott  and  I  think  there  were  many  things  it  was  hoped  it  would 
accomplish.    Is  that  all,  Mr.  Chairman?         ,    ^,     ^   ^    ^  ,     ,     . 

The  Chairman.  I  think  so.  I  want  to  ask  Mr.  E.  L.  Ostendorf, 
president  of  the  National  Association  of  Real  Estate  Boards,  to 
discuss  the  bill. 

STATEMENT  OF  E.  L.  OSTENDORF,  PRESIDENT,  NATIONAL  ASSO- 
CIATION OF  REAL  ESTATE  BOARDS,  CLEVELAND,  OHIO 

Mr  Ostendorf.  Mr.  Chairman,  gentlemen  of  the  committee,  my 
name  is  E.  L.  Ostendorf,  president  of  the  National  Association  of 
Real  Estate  Boards. 
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Our  association  is  made  up  of  some  458  boards  in  many  States 
tlirougJiout  this  country,  and  also  those  boards  comprise  some  14,000 
or  more  members,  individual  and  firm  members. 

It  IS  a  pleasure  for  me  to  appear  before  you  in  behalf  of  the  ex- 
tension of  this  act,  because  our  association  has  been  outspoken  in  its 
belief  that  this  act  has  done  more  for  the  home  owners  than  any 
other  piece  of  legislation  that  this  Government  has  ever  enacted. 
After  a  1, 1  think  that  is  one  of  the  things  that  we  are  interested  in. 
It  has  done  a  lot  to  stimulate  activity  in  building,  and  I  think  that 

?o'^Q  r  Vr  ""^  !?'^-  ^''"i^  ^^''\  ^^^^  ""'^^  ^  P^«r  business  year,  that  in 
19.38  building  activity  has  advanced. 

I  believe  if  you  pass  this  law  in  all  of  its  phases,  or  an  extension  of 
this  law  in  all  of  its  phases,  it  will  have  such  a  far-reaching  effect 
that  you  will  probably  see  a  further  increase  of  some  20  or  25  per- 
cent in  building  this  year.  * 

It  is  necessary  that  you  pass  it  just  as  quickly  as  possible,  so  that 
we  will  make  use  of  the  spring  and  summer  and  be  able  to  take  care 
of  thfit  business  which  is  at  hand. 

It^is  also,  I  believe  essential  that  you  continue  the  insurance  on 
existing  properties.  Probably  50  percent  of  the  sales  take  place  on 
new  homes  are  to  individuals  or  families  who  now  own  homes,  and 
those  sales  must  also  be  properly  financed. 

I  do  not  know  what  more  I  can  add  on  this  subject.  I  think  vou 
all  realize  the  benefits  derived,  and  I  think  for  the  benefit  of  the 
C  ongressman  here  who  asked  the  question  as  to  why  this  act  or  legis- 
lation was  passed,  I  should  say  it  was  not  so  much  for  the  increase 
of  building,  but  for  the  increase  in  home  ownership,  which,  I  believe, 
IS  the  outstanding  thing  that  is  needed  in  this  country 

Mr  WoLCOTT.  Mr.  Ostendorf,  will  you  discuss  for  us,  if  you  care 
to   what  effect  this  program  has  had  on  private  investment  in  real 

Mr.  Ostendorf.  It  has  had  a  very  far-reaching  effect,  as  I  see  it 
It  has  done  more  than  any  one  other  thing  that  I  know  of.  In  my 
own  htate  I  checked  it,  and  since  1936  the  increase  in  home  owner- 
ship has  been  about  2  percent,  a  little  less  than  2  percent. 

Mr  WoLCOTT.  I  did  not  have  home  ownership  in  mind  when  I 
asked  the  question.  When  I  asked  the  question  I  had  real  estate 
in  mind.  Has  there  been  an  increase  or  a  decrease  in  real-estate 
investments  and  activity  as  a  result  of  this  program? 

Mr.  Ostendorf.  Yes:  I  think  there  has  be'en  a  very  noticeable 
increase.  ^ 

Mr.  WoLcoTT.  Have  you  any  figures  on  that? 

Mr.  Ostendorf.  No;*  I  have  not.  I  do  not  know  whether  Mr 
Nelson  has  any  fijrures  on  that  or  not. 

Mr.  WoLCorr.  What  I  wanted  to  bring  out  was  that  we  have  had 
some  criticism,  that  because  of  F.  H.  A.  there  has  been  no  desire  on 
the  part  of  private  individuals  to  own  real-estate  morto-affes  The 
reason  given  is  that  if  they  have  to  foreclose  on  the  mortsaee  thev 
find  no  market  for  their  propertv,  and  this  foreclosed  property  which 
does  not  have  F.  H  A.  insurance  on  it  is  a  drug  on  the  real-estate 
market.     I  hat  is  what  I  want  to  cover. 

Mr.  Ostendorf.  I  believe  that  F.  H.  A.  mortgages  are  an  asset  to 
any  property. 

Mr.  Wolcott.  AMiat  is  that,  Mr.  Ostendorf? 
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Mr.  Ostendorf.  I  say  I  believe  that  F.  H.  A.  mortgages  are  an 

asset  to  any  property. 

Mr.  Wolcott.  I  do  not  think  you  quite  undei-stand  my  question. 

Mr.  Ostendorf.  No;  I  did  not  get  your  question. 

Mr.  Wolcott.  Has  the  Federal  Housing  Administration  effected 
the  investment  by  private  individuals  in  i-eal-estate  mortgages'? 

Mr.  Ostendorf.  No,  sir;  it  has  not. 

Mr.  WoixoiT.  I  know  it  has  to  some  extent.  I  wish  you  would 
not  dismiss  the  question  by  shaking  your  head.  I  know  it  has  had 
some  eft'ect,  one  way  or  the  other,  either  favorably  or  unfavorably. 

Mr.  Ostendorf.  I  think  if  any  thing  it  is  favorable.  We  were 
unable  to  get  any  mortgages  on  properties  before  that,  if  that  is 
your  question 

Mr.  Wolcott.  The  point  is  if  a  private  individual  takes  a  mort- 
gage on  a  private  home,  and  it  is  not  insui-ed  by  the  F.  H.  A.,  it  is 
rather  difficult  for  him  to  realize  on  his  investment  on  foreclosure  due 
to  the  fact  that  it  is  old  property  and  a  person  can  come  in  and  get 
a  new  home  under  an  F.  H.  A.  hisured  loan,  getting  probably  a  better 
property  for  the  same  money  than  he  could  for  the  amount  of  the 
mortgage  on  the  old  property.  We  have  been  told,  and  I  want  to 
find  out  whether  it  is  true,  that  this  property  is  a  drug  on  the  real- 
estate  market. 

Mr.  Ostendorf.  Well,  I  believe  that  there  are  today  a  great  many 
people  that  are  still  living  in  the  past,  if  this  answers  your  question, 
Mr.  Congressman.  If  the  values  have  decreased,  naturally  there  is 
depreciation  and  obsolescence  that  takes  place  in  properties,  and  it 
is  harder  to  sell  an  old  property  than  it  is  to  sell  a  new  property. 
That  is  natural.  Maybe  I  do  not  understand  your  question,  or  just 
what  you  mean. 

Mr.  Wolcott.  Well,  here  is  a  $5,000  home  upon  which  you  hold  a 
$4,000  mortgage. 

Mr.  Ostendorf.  Yes,  sir. 

Mr.  Wolcott.  You  have  to  foreclose. 

Mr.  Ostendorf.  Yes,  sir. 

Mr.  Wolcott.  And  you  get  title  to  the  property. 

Mr.  Ostendorf.  Yes,  sir. 

Mr.  Wolcott.  And  you  try  to  resell  that  property. 

Mr.  Ostendorf.  Yes,  sir. 

Mr.  Wolcott.  You,  as  an  individual,  cannot  get  an  F.  H.  A.  in- 
sured mortgage,  or  the  person  to  whom  you  sell  cannot  get  an  in- 
sured mortgage. 

Mr.  Ostendorf.  Yes,  sir. 

Mr.  Wolcott.  I  want  to  buy  a  home,  and  I  want  to  pay  not  more 
than  $5,000  for  it.  Should  I  buy  this  old  property  on  'which  you 
have  foreclosed,  and  pay  $5,000  for  it  instead  of  getting  a  brand-new 
modern  home  for  $5,000  under  the  F.  H.  A.  program  ? 

Mr.  Ostendorf.  I  think  it  is  only  natural  tliat  you  would  buy  a 
new  home,  if  it  were  just  as  good. 

Mr.  Wolcott.  That  is  the  point.  Now,  what  effect  has  it  had  on 
this  old  property? 

Mr.  Ostendorf.  I  think  it  probably  has  brought  the  old  property 
down  to  what  its  value  really  is.  I  think  a  good  many  of  our  old 
properties  have  a  fictitious  value.  If  you  can  build  a  new  house  for 
the  same  price  that  they  are  asking  for  an  old  house,  then  I  think  the 
price  you  placed  on  that  old  house  must  be  out  of  reason. 
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Mr.  W(iLcoTT.  Now.  followin«r  that  up  and  ^ettinj;  back  to  my  origi- 
nal question,  what  effect  has  the  F.  H.  A.  program  had  l)ecaiise  of  this 
situation  we  liave  been  discussing  on  the  investment  by  private  indi- 
viduals in  i-ea] -estate  mortgages? 

Mr.  OsTENDORF.  I  l)elieve  there  is  an  increased  demand  for  real- 
estate  mortgages  by  private  individuals. 

Mr.  WoLcoTT.  You  believe  there  is  an  increased  demand? 

Mr.  OsTENDORF.  I  believe  there  is. 

Mr.  WoLCOTT.  Do  you  have  some  figures  on  that  tluit  you  could 

])resent  to  us?  . 

Mr.  OsTENDORF.  I  luivc  iiot  auy  statistics,  but  I  l)elieve  that  is  true. 
Mr.  Nelson,  have  we  any  statistics  to  prove  that  there  is  an  increase  in 
investment  in  mortgages  by  private  individuals? 

Mr.  Nelson  (National  Association  of  Real  Estate  Hoards,  Cleve- 
land, Ohio).  The  Home  Owners'  Loan  Bank  published  some  figures 
sometime  asjo  showing  that  at  the  present  time  the  largest  volume  of 
mortgages  is  held  by  individuals.  Next  to  that  comes  the  building  and 
loan  associations  or  the  insurance  conipanies.  So  that  the  individual 
investor  in  mortgages  has  not  In^en  injured  by  the  F.  H.  A.  legislation. 

Mr.  WoLCOTT.  We  do  not  know  unless  we  have  some  figures  by  which 
we  might  compare  the  number  held  5  years  ago  with  those  held  at  this 
time.  The  mere  fact  that  private  individuals  still  hold  the  greater 
part  of  the  mortgage  paper  in  the  United  States  today  means  nothing 
unless  we  have  something  with  which  to  compare  it.  That  does  not 
give  us  any  information.  What  I  am  getting  at  is,  do  you  think  we 
should  conVinue  the  insurance  of  existing  mortgages? 

Mr.  OsTENHORF.  You  iiieau  mortgages  on  existing  properties? 

Mr.  WoLCOTT.  Existing  mortgages  wliich  v  ere  not  primarily  F.  H.  A. 
insured  mortirages. 


Mr.  OsTENDORF.  I  just  do  not  quite  understand  the  question. 
Mr.  WoLCOTT.  Mortgages    which    were    not    in    the    first    insta 


nee 


F.  H.  A.  mortgages. 

Mr.  OsTENDORF.  I  believe  you  ought  to  continue  your  mortgaging  of 

existing  properties. 

Mr.  WoLcoTT.  Vou  believe  that  the  F.  H.  A.  should  continue  the 
j)olicy  of  refinancing  old  mortgages? 

Mr.  OsTENDORF.  Financing  old  proi)erty? 

Mr.  AVoLCOTF.  Insuring  old  mortgages. 

Mr.  OsTENDORF.  Yes.  sir. 

Mr.  WoLcoTT.  Why  ? 

Mr.  OsTENDORF.  liecause  I  think  in  order  to  sell  a  new  house,  that 
50  percent  of  the  buyers  of  new  houses  are  owners  of  old  houses.  Now, 
they  have  got  to  sell  those  old  houses,  and  they  have  to  have  help  in 

selling  the  old  houses.  ,11 

Mr.  WoLCOTT.  Now,  you  aie  getting  right  back  to  my  original  ques- 
tion :  if  it  is  necessary  for  us  to  continue  this  activity  in  order  to  unload 
old  mortgages,  then  there  has  l>een  some  effect  evidenced  by  the 
F.  H.  A.  program  on  old  mortgages,  has  there  not  ? 

Mr.  OsTF.ND(  RF.  Well,  80-i)ercent  loans  are  not  easy  to  get  from 
individual  investors. 

Mr.  WoLC'oTT.  I  know  it.  Isn't  that  the  asnswer  to  it  today,  that 
because  80-percent  loans  are  not  easy  to  get  there  has  been  a  ma- 
terial effect  upon  investment  in  mortgages  by  private  individuals? 

Mr.  OsTENDORF.  It  is  true,  but  as  far  as  statistics  go,  I  have  not  any 
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proof  of  it,  but  I  have  read  it,  although  I  have  not  any  proof  that 
1  can  present  to  you  today,  that  there  are  just  as  many  holders,  ami 
I  know  today  there  are  a  great  many  individuals  that  are  taking 
them,  but  they  seek  to  get  them  on  a  50-percent  or  a  60-percent  basis, 
and  not  on  an  80-percent  basis. 

Mr  WoLCO'iT  Why  should  a  person  buy  a  home  m  good  condition 
on  a  50-percent  basis  when  he  can  get  an  80-percent  insured  mort- 
gage, insured  by  the  F.  H.  A.?  . 

Mr.  OsTENiKJKF.  Yes;  but  he  cannot  buy  the  same  value,  m  my 
estimation  in  new  construction  that  he  can  buy  m  old  construction. 

Mr.  WoLCoiT.  Sure,  that  is  true,  but  what  I  am  trying  to  develop 
is  has  this  had  am  effect  upon  it?  I  do  not  beelieve  that  tins  com- 
mittee should  accJpt  these  Ix^liefs  on  the  part  of  your  peoi)le  with- 
out ligures  and  facts  to  bear  their  Ix^liefs  out.  I  know  last  year  I  got 
mvself  into  a  terrible  hole  by  accepting  th^  IxOief  ot  certain  l)ankers 
tliat  the  banks  would  not  make  loans  on  this  property  on  80-  or  90- 
percent  insured  mortgages.  I  have  learned,  much  to  my  Immiliation, 
althnu«rh  I  have  been  gratified  to  know  that  they  were  wrong,  that 
there  has  been  the  biggest  volume  that  they  have  ever  experiencetl 
under  this  new  set-up.  They  were  serious  and  conscientious  in  stat- 
in«'  their  beliefs  that  they  would  not  make  loans  when  they  said  it. 
I  Think  you  should  have  "some  facts  and  figures  to  substantiate  your 
beliefs  and  youi*  statements,  because  I  do  not  want  to  get  up  on  the 
floor  of  the  House  and  sav  that  there  has  been  no  demoralizatum  of 
the  real-estate  market  bv  the  F.  H.  A.  when  1  have  not  something  to 
vubstaiitiate  it,  and  1  do  not  want  to  get  up  on  the  floor  of  the  House 
and  sav  that  there  has  been  a  demoralization  of  the  real-estate  market 
bv  tlie  F.  H.  A.  on  the  basis  of  assertions  which  have  been  made 
u n 'ess  1  have  something  to  substantiate  it. 

Mr.  OsTKXnoiiF.  1  shall  trv  to  furnisli  yr.ui  with  that  information. 
Mr   WoLcorr.  1  am  not  going  to  conjecture  about  building  opera- 
tions any  more  or  about  the  F.  H.  A.  or  about  what  the  banks  are 

going  to  do  about  it.  v/r        .   ^    1 

Mr.  OsTENDohK.  I  think  there  has  been  probably  a  different   feel- 
ing of  the  banks  in  the  last  year.  1      .  . 
Mr    W(»LCOTT.  Have  vou  anv  figures  to  show  that  the  real-estate 
market  has  in   any  way  been  'demoralized  by  the  operation  of  the 

F.  H.  A.  administ'ratioii?  ^     ^       .•    •*     ^1    .   v 

Mr.  OsTENDORF.  I  caii  assume  by  the  amount  of  activity  that   it 

has  not.  ,  1      •   i  ^  ^  4.1    * 

Mr  WoLCOFT.  I  think,  then,  we  have  as  much  right  to  assume  that 

the  real-estate  market  has  been  helped  as  we  have  to  assume  that  it 

has  been  demoralized.  ,.1.  •     ^• 

Mr  OsTENDf^RF.  I  think  when  the  members  of  our  organization 
<^peak  as  they  do  in  favor  of  this  act,  and  are  very  loud  in  their  praises 
of  it,  that  you  may  assume  that  it  has  been  helped. . 

Mr.  WoLCOTT.  You  repi^sent  whom  ? 

Mr  OsTENixmF.  I  represent  the  National  xVssociation  of  Real  Estate 
Bo'irds  which  has  over  14,000  members,  individuals,  and  firms. 

Mr.  WoLco'iT.  And  they  have  to  do,  of  course,  with  holding  prop- 
erties and  owning  properties?^  .  x-        -ti  i. 

Mr.    OSTENDORF.  Yes— holdiug    and    owning    properties    through 

1  jtYikers 

Mr  WoLco'iT.  They  are  advocating  the  passage  of  this  bill? 
Mr!  OsTEXix)RF.  Yes,  sir;  they  are— very,  very  vigorously. 
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Mr.  WoLcOTT.  From  your  experience,  and  when  I  say  "your"  I 
mean  collectively  the  real-estate  operators  of  the  United  States,  you 
do  not  think  that  there  has  been  any  demoralization  of  the  real-estate 
market? 

Mr.  OsTENDORF.  No,  sir. 

Mr.  WoLcoTT.  You  think  that  you  are  in  a  position  to  represent 
them  and  state  that  definitely  ? 

Mr.  OsTENDORF.  Ycs,  sir;  most  emphatically. 

Mr.  WoLcoTT.  You  would  be  free  to  «:ive  me  what  I  consider  is  a 
complete  answer  to  some  propaganda  and  some  statement  which  has 
been  made  that  that  is  true  ? 

Mr.  OsTENDORF.  I  am  here  speaking  in  behalf  of  the  passage  of  this 
act. 

Mr.  WoLCOTT.  I  think  you  people  should  know  what  the  situation 
is. 

Mr.  Johnson.  Do  you  have  an  opinion  as  to  whether  people  think 
all  of  this  act  should  be  continued  or  some  parts  of  it  ? 

Mr.  OsTENDORF.  Some  of  the  members  of  our  association  in  southeni 
California,  Florida,  and  New  Jersey,  and  along  the  coast,  some  parts 
of  the  coast  line  of  New  England  are  in  favor  of  title  I.  They  have 
asked  that  we  bring  that  to  the  attention  of  tliis  committee.  I  do 
not  think  the  members  universally  feel  the  same  way  about  it.  We 
are  more  interested  in  number  II.  That  is  what  we  are  really  inter- 
ested in,  because  that  covei^s  the  entire  field,  and  as  far  as  we  are 
concerned,  our  membership  is  more  interested  in  number  II  than  in 
title  I,  and  we  feel  certain  the  members  of  our  national  association 
feel  that  number  I  should  be  continued. 

Mr.  Johnson.  You  association  has  taken  no  official  action  on  it? 

Mr.  OsTENDORF.  Ycs ;  our  association  has  taken  official  action,  and 
we  have  asked  that  the  act  be  extended  in  all  its  sections. 

Mr.  Johnson.  Including  title  I  ? 

Mr.  OsTENDORF.  Ycs. 

Mr.  Spence.  Do  private  investors  seek  these  insured  mortgages  for 
investment  ? 

Mr.  OsTENDORF.  Not  very  much,  because  I  understand  under  the 
law  they  are  not  allowed  to.  I  think  they  are  mostly  in  the  hands  of 
banks,  financial  institutions,  and  building  and  loan  associations. 

Mr.  Spence.  Do  they  not  have  a  tendency  to  make  the  assets  of  the 
banks  liquid 

Mr.  OsTENDORF.  No,  sir. 

Mr.  Spence.  Would  that  not  be  a  desirable  investment  for  the 
individual  ? 

Mr.  OsTENDORF.  I  think  it  would  be  very  desirable,  but  with  the 
money  in  the  financial  institutions  today  it  is  seeking  an  outlet  for 
investment,  and  this  is  an  outlet  for  it. 

Mr.  Spence.  But,  you  say  you  do  not  think  the  investor  is  seeking 
that  kind  of  an  investment? 

Mr.  OsTENDORF.  I  do  not  believe  he  is ;  no,  sir. 

Mr.  Spence.  I  think  that  would  probably  be  a  means  by  which 
more  money  would  go  into  this  activity  if  the  private  individual  were 
permitted  to  buy  these  mortgages.  It  would  leave  a  very  much 
greater  amount  of  the  assets  of  the  bank  which  could  be  devoted  to 
this  character  of  lending. 
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Mr.  OSTENDORF.  The  individual  moves  a  little  more  slowly     I  think 
you  will  find  it  will  not  be  long  before  the  individual  will  be  m  that 

market.  ,.       ,,     .         4.  „^9 

Mr.  Spence.  What  are  these  mortgages  netting  the  investors? 

Mr.  Ostendorf.  Thev  are  netting  5  percent. 
Mr.  Spence.  And  they  are  perfectly  good  i^^stments^ 
Mr.  OSTENDCJRF.  Excellent;  I  do  not  know  ot  anything  better 
The  Chairman.  Mr.  Van  Zandt,  will  you  come  around,  please. 
Gentlemen,  this  is  Mr.  James  E    Van  Zandt,  Congressman   from 
Pennsylvania,  and  he  wants  to  address  the  committee.    We  are  very 
glad  to  have  you  with  us,  Mr.  Van  Zandt. 

STATEMENT  OF  JAMES  E.  VAN  ZANDT,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  PENNSYLVANIA 

Mr  Van  Zandt.  Mr.  Chairman  and  gentlemen  of  the  committee,  I 
wanted  to  appear  before  the  committee  to  record  my  interest  in  behalf 
of  H.  R.  3217  and  H.  R.  2980,  which  concern  extending  the  privilege 
of  insured  mortgages  on  property  under  construction.  1  have  intro- 
duced these  two  amendments  as  a  result  of  the  sentiment  that  prevails 
in  mv  district,  especially  among  the  men  iit  the  real-estate  business 
and  the  bankers  of  my  district  who  feel  that  this  is  one  governmental 
activity  that  really  helps  business  in  their  community,  and  they  ask 
that  the  time  limit  be  stricken  from  the  present  act  so  that  they  may 
continue  to  enjoy  the  bill  with  the,  public  who  are  taking  advantage 
of  the  privileges  under  the  act.  That  concludes  my  statement. 
Thank  you,  Mr.  Chairman  an  gentlemen  of  the  committee. 

The  Chairman.  Thank  you,  Mr.  Van  Zandt 

The  Chairman.  Mr.  Joseph  E.  Hughes,  president  of  the  Washing- 
ton Irving  Trust  Co.,  of  Tarrytown,  N.  Y. 

STATEMENT  OF  JOSEPH  E.  HUGHES,  PRESIDENT,  WASHINGTON 
IRVING  TRUST  CO.,  TARRYTOWN,  N.  Y. 

Mr  Hughes.  My  name  is  Joseph  E.  Huglies,  president  of  the 
Washington  Irving  Trust  Co.,  of  Tarrytown,  N.  Y. 

I  desire  to  take  just  a  minute  of  your  time  to  say  tliat  we  have 
3  300  F.  H.  A.-insured  mortgages  under  se<^tion  203  of  the  act,  aggre- 
cr'atino-  about  $16,000,000,  and  we  have  had  six  foreclosures.  We  have 
approximately  26  mortgages  in  default  at  the  pi-esent  time,  most  of 
which,  on  checking  up,  are  shown  to  liave  been  due  to  temporary 
illness,  and  most  of  them  will  be  cared  for  and  paid  up.  .    ,     . 

Most  of  the  mortgages  we  have  made  have  been  for  a  period  of 
25  years  during  the  past  :^ear.  We  believe  it  is  important  to  have 
this  25-year  period  extending  in  the  act,  as  most  people  need  that 
amount  of  time.  There  will  be  a  great  many  j^eople  eliminated  from 
the  benefits  of  the  act  if  it  is  reduced  to  20  years.  In  fact,  railroad 
men,  policemen,  firemen,  and  others  could  not  qualify  under  the 
Federal  Housing  Administration's  rules  if  the  mortgages  were  re- 
duced to  20  years.  ^.r     tt     i 

The  Chairman.  Thank  you,  Mr.  Hughes. 

Mr.  Nadelman. 
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STATEMENT  OF  MAETIN  NADELMAN,  CHAIRMAN  OF  THE  BOAPI? 
OF  GOVERNORS  OF  THE  QUEENS-NASSAU  HOME  BUILDERS 
LEAGUE 

Mr.  Nadelman.  Mr.  Chairman  aiul  tjeiitleiiuMi  of  the  committee: 
I  am  chairman  of  the  iM^arcl  of  ^overnorj-  of  tlie  Qiieens-Nassaii  H(jme 
Builders  League,  the  largest  building  association  of  its  kin<l  in  the 
United  States,  consisting  of  owners  and  200  active  buiklers.  We  have 
been  reputed  to  liave  buiU  and  sold,  in  the  year  19H8,  20  percent  of 
nil  ()f  the  new  buildin<rs  in  the  United  States, 

Wc  wish  to  <ro  on  record  as  bein<r  K^O  percent  in  favor  of  the  bill 
r's  this  committee  has  it  at  the  present  time,  and  we  wish  to  eniplias'zt' 
the  fact  that  there  is  one  portion  of  the  })ill  which  is  very  important, 
we  believe;  that  is  old  construction — old  buildin»rs.  AVithout  that 
cause  it  woidd  mean  in  our  district,  that  is,  Queens  Uounty  and  Nassau 
County  of  the  city  of  New  York,  it  would  work  a  tremendous  hard- 
ship on  new  construction,  in  the  refinancinjr  of  old  honjes.  homes 
that  people  are  living  in,  who  choose  to  change  into  a  new  home,  they 
would  have  to  l>e  refinanced,  and  with  this  refinancinjr  it  would  neces- 
sitate a  new  mort<ra<re.  and  if  that  were  not  possible  it  would  mean 
that  new  construction  would  stop,  and  following  that  it  would  mean 
less  employment. 

We  also  wish  to  emphasize  the  importance  of  continuin<r  the  25- 
year  plan  of  houses  up  to  $6,000.  I  myself,  as  a  builder,  build  and 
sell  an  average  of  about  200  houses  a  year,  with  a  total  value  of  about 
$1.2 "0,000.  Seventy-five  percent  or  80  j)ercent  of  these  sales  are  of 
houses  that  sell  for  between  $r),r)(X)  and  $6,()(X).  By  this  conmiittee's 
refusal  to  ccmtimie  the  extension  of  the  25-year  ])lan,  it  wouKl  meaa 
that  my  sales  as  one  builder,  and  the  total  sales  of  all  of  the  builders 
in  our  community,  would  drop  considerably,  v.hich,  of  course,  would 
mean  the  loss  of  buildin*]:  construction  and  the  loss  of  emj)loyment. 
Mr.  Gore.  I  notice  you  say  you  are  100  j)ercent  foi'  the  bill  as  it 
is  now  before  the  committee? 
Mr.  Nadelman.  Yes,  sir;  that  is  right. 

Mr.  Gore.  Do  you  mean  by  that  that  yoM  are  o[)posed  to  the  con- 
tinuation of  title  I? 

Mr.  Nadelman.  Personally  I  have  no  interest  in  this  title  I  at  all. 
My  primaiT  intei-est  is  in  section  203,  and  oui-  building  organiza- 
tion and  its  members  have  very  little  to  do  with  title  I.  If  I  mis- 
informed you,  I  do  advise  the  continuance  of  the  80-percent  mort- 
gage on  old  buildings  and  the  25-year  period. 

Mr.  Gore.  Then  by  your  stand  you  do  not  mean  to  oppose  title  I. 
Mr.  Williams.  You  spoke  of  these  old  buildings,  present  structures. 
Mr.  Nadelman.  Yes,  sir. 

Mr.  Williams.  Wlio  holds  those  mortgages  now? 
Mr.  Nadelman.  They  are  held  by  individuals  and  savino^  banks. 
In  our  State  at  the  pi*esent  time  we  have  a  moratorium  that  does 
not  permit  the  holder  of  a  mortgage  to  foreclose  on  it  provided  the 
intei*est  and  the  taxes  are  paid.  If  this  bill  were  not  extended  and 
the  moratorium  law  went  out  of  effect,  just  what  result  would  come 
al)out  ?  It  would  necessarily  mean  that  the  individual  could  not  get 
refinancing,  and  he  would  be  compelled,  if  he  were  fortunate  enough, 
to  pay  the  bank,  or  just  drop  his  house  which,  of  course,  would  mean 
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selling  old  houses  by  the  banks  in  their  foreclosures,  and,  of  course, 
we  as  builders  of  new^  homes  would  just  fold  up  and  they  would  get 

rid  of  them. 

Mr.  Williams.  What  percentage  was  loaned  on  these  old  m<»rt- 

gages? 

Mr.  Nadelman.  I  did  not  hear  you,  sir. 

Mr.  Williams.  As  to  these  old  mortgages  that  are  now  in  exist- 
ence on  these  present  structures,  what  percentage  of  the  value  of  them 
was  loaned  in  the  first  place? 

Mr.  Nadelman.  Fifty  or  sixty  percent  of  the  then  value  of  the 
property  at  the  time  the  mortgage  was  placed. 

Mr.  Williams.  Are  those  amortized  loans? 

Mr.  Nadelman.  No,  sir. 

Mr.  Williams.  For  what  length  of  time  are  they  ? 

Mr.  Nadelman.  Prior  to  the  F.  H.  A.,  95  percent  of  the  first  mort- 
gages ran  for  a  period  of  3  years,  and  we  builders  took  a  second 
mortgage  for  the  balance  that  ran  for  a  period  of  3  to  5  years,  and 
for  the  balance,  it  just  stays  that  way,  it  has  been  that  way  for  2  or  3 
years  on  account  of  the  moratorium  law.  The  owner  is  not  required 
to  pay  off  any  of  the  mortgage. 

Mr.  Williams.  The  builder,  then,  is  holding  a  second  mortgage? 

Mr.  Nadelman.  That  is  right. 

Mr.  Williams.  For  what  percentage  of  the  value? 

Mr.  Nadelman.  I  would  say  the  percentage  of  the  first  and  second 
mortgages  would  be  about  85  percent. 

Mr.  Williams.  And  under  this  new  plan  that  is  proposed  if  we 
continued  to  insure  old  buildings  that  would  take  up  the  first  and 
.second  mortgages? 

Mr.  Nadelman.  Not  entirely.  With  the  second  mortgage  I  said 
it  amounted  to  about  85  percent.  If  the  builder  felt  inclined,  or  if 
the  home  owner  felt  inclined  to  refinance  a  loug-teini  20- year  mort- 
gage at  reduced  interest  against  the  second  mortgage,  carrying 
C-percent  interest  with  it,  and  if  the  builder  or  holder  of  the  second 
mortgage  were  willing  to  take  a  little  reduction  in  his  loan  it  would 
then  be  a  possibility  to  give  the  holder  or  the  owner  of  the  old  house 
a  new  20-year  mortgage  that  he  could  amortize  to  a  point  of  zero. 

Mr.  GiFFORi).  What  does  it  cost  now  to  foreclose  a  mortgage  in 
your  State? 

Mr.  Nadelman.  About  $850,  I  believe. 

Mr.  GiFFORD.  It  was  $500,  was  it  not  ? 

Mr.  Nadelman.  It  may  be  that. 

Mr.  GiFFORD.  It  is  lather  a  deterrent  in  foreclosing  mortgages  in 
your  State. 

Mr.  Nadelman.  Yes. 

The  Chairman.  Thank  you,  Mr.  Nadelman. 

Gentlemen.  I  am  going  to  suggest  that  the  committee  adjourn,  to 
meet  again  tomorrow  at  11  o'clock.  I  want  to  ask  the  committee  to 
go  into  executive  session  for  a  minute  or  two  with  reference  to  some 
otlier  legislation  that  is  coming  up  tomorrow  niorning. 

(Whereupon,  at  12:07  p.  ni.,  the  committee  went  into  executive 
session.) 
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FRIDAY,  FEBRUARY   17,   1939 

House  of  Representai  i\'t:s, 
Committee  on  Banking  and  Currency, 

Washington,  1).  C. 

The  committee  met  at  11 :  30  a.  m.,  pursuant  to  notice,  for  further 
consideration  of  H.  R.  3232,  Hon.  Henry  B.  Steagall    (chairman) 

presidinjj:.  ^  _  ^  ^ 

Present:  Messrs.  Steagall,  Williams,  Spence,  Brmyn,  Patman, 
Sacks,  Gore,  Mills,  JNIartin,  Folger,  Hill,  Wolcott,  Gilford,  Luce, 
Simpson,  Johnson,  Kean,  Sumner. 

The  Chairman,  llie  committee  will  come  to  order. 

Mr.  Curtis,  a  Member  of  the  House,  called  me  this  morning  and 
stated  he  wanted  to  be  heard  briefly. 

Mr.  Curtis.  Yes,  sir. 

STATEMENT  OF  HON.  CARL  T.  CURTIS,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  NEBRASKA 

The  Chairman.  Gentlemen,  Mr.  Curtis  has  a  suggestion  that  he 
wants  to  make  to  the  committee.  We  would  be  very  glad  to  have  you 
do  so  at  this  time,  Mr.  Curtis.  . 

Mr.  Curtis.  Mr.  Chairman  and  members  of  the  committee,  I  will  not 
take  a  great  deal  of  your  time,  and  I  just  have  one  suggestion  I  would 
like  to  make.  I  appear  l)efore  you  to  make  a  suggestion  in  behalf  of 
the  farmers  of  my  territory  in  reference  to  the  Federal  Housing 
Administration. 

As  I  understand  it,  the  intent  of  this  law  is  to  enable  people  to 
build,  repair,  and  improve  homes,  and  thus  provide  employment  for 
labor.  I  am  also  informed  that  these  loans  are  repaid  on  a  monthly 
basis.  Now,  in  an  agricultural  territory  such  as  mine,  that  practi- 
cally eliminates  the  majority  of  the  people  from  availing  themselves 
of  the  benefits  of  these  loans.  I  am  referring  primarily  to  the  loans 
for  smaller  items  of  repair— painting  and  the  like.  If  these  could  l)e 
arranged  on  a  semiannual  or  an  annual  repayment  basis  it  would 
help  that  class  of  people. 

The  Chairman.  You  would  suggest,  would  you  not,  Mr.  Curtis, 
that  there  be  carried  in  the  bill  a  provision  that  would  authorize  the 
Federal  Housing  Authority  to  so  adjust  their  loans  as  to  take  care 
of  the  class  of  borrowers  to  which  you  refer? 

Mr.  Curtis.  Yes,  sir. 

The  Chairman.  Because  they  have  their  cash  income  at  seasonal 

T)eriods  ? 
Mr.  Curtis.  Yes,  sir;  that  is  right. 
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The  Chairman.  Fni-  instance,  in  niv  section  of  tlie  conntiv  the  fall 
IS  our  market ni^r  time.     It  is  soniethin^r  like  that  with  yon? 

Mr.  Curtis.  Yes,  sir. 

The  (  H.MRMAX.  And  you  think  that  they  should  have  authority  to 
adjust  maturities  on  loans  so  as  to  acconmiodate  that  situation^   * 

Ml,  Curtis.  That  is  exactly  what  I  had  in  mind,  Mr.  Chairman. 

iiie  C  HAiRMAN.  I  will  say  to  the  ^^entleman  that,  at  luy  su<r<ristion 
a  provision  of  that  kind  was  included  in  the  H.  ().  L.  (*.  AcT  nnd  I 
nffi';  /'%  /i"  '*''  ]  «»».  a^l vised,  it  has  proven  very  satisfactory  to  the 

;S^i;t  Ml  cuS^^         ^^ '''  ^">'  ^^^'^^ '''  '^--  ^--  -^- 

Mr.  Curtis.  I  believe  that  if  these  loans  are  made  available  to 
farmers  on  senrannual  or  animal  payments,  that  many  farmers  and 

of  my  State  are  in  need  of  paint  m^r  and  repair  and  this  would  provide 
considerable  emplovment.     I  also  believe  tliat  farm  buildiinrs  i„  .en 
e^ra    are  in  need  of  repair,  paint in<r,  and  thin-s  of  tliat  soH.     Many 
of  tJie  landowners  who  reside  in  the  towns  W(,uld  \ye  splendid  risks 
They  would  avail  themselves  of  these  loans,  and  it  would  mean  con- 
Mderable  work  for  labor. 

The  C  HAiRMAN.  Thank  you  very  much,  Mr.  Curtis.  We  will  <rive 
careful  consideration  to  your  su<r^estion.  "^ 

The  (^iiMRMAN.  \\V  have  with  us  this  mornin^r  a  ^rentleman  from 
New  '^i;sey.  Mr  Sp.ncer  I).  Baldwin.  We  will  a^k  yr,u  to  come 
ai-ound.  Mr.  Haldwin,  and  ^ixe  your  name,  business  connections  and 
whom  you  lepresent.  '■ 

Mr.  lUiinviN.  Yes.  sir.    . 

STATEMENT   OF  SPENCER   D.   BALDWIN,  BALDWIN  LUMBER 
JUNCTION  MILLING,  INC.,  JERSEY  CITY,  N.  J. 

Tlie  Chairman^  We  shall  be  jrlad  to  hear  von,  Mr.  Baldwin 

Mr.  Baldwin.  My  name  is  Spencer  D.  Baldwin,  president  of  the 
Baldwin  Lumber  Junction  Millinir  Co.,  Jersey  City  N  J 

Mr.  Chairman  and  <rentlemen  of  the  committee.!  will  make  this  as 
i!ll!  ''"i^rr  1  r  ^^  ^-^lijirnian  of  the  le^.slative  committee  of  the 
National  Retail  Lumber  Dealers  Association  1  have  been  selected  bv  a 
committee  of  representatives  in  the  buildin^r  industrv  to  present  their 
plea  for  the  extens^>n  of  title  I  of  the  National  Hmriiric  f^^g 
years  beyond  July  L  1939.  "^ 

On  Januarv  10.  1939,  the  Producers'  Council.  Lie,  which  reoresonts 

Whereas  title  I  of  the  National  Housing  Act  has  benefited  hundreds  of  thnn 
sands  of  property  owners,  produced  work  for  innumerable  skilled  craftLpn   «n^" 
been  of  material  aid  in  stabilizing  the  economic  life  of  the  Nation-  and  ' 

Whereas  recent  studies  conducted  by  the  Federal  Government'  show  th«f  ««. 
proximately  half  of  existing  Ignited  States  stnutures  are  in  urgent  m3of  r^r^i^ 
or  rehabilitation  to  provide  decent  living  accommodations:  lie  it  ^ 

Resolved  That  the  board  of  directors  of  the  Producers'  Council  Inr*  in  fi^^i,. 
January  10  1939,  meeting  strongly  urge  the  passing  of  legislation' to  eitendThl 
operation  of  title  I  of  said  act  beyond  July  1,  1939.  ^^"^  ^^^ 

In  addition  to  the  action  of  this  large  manufacturinir  m-ouD   na 
tional   oiTranizations   such   a-   oaint.   roofintr,   nisulation.   real-est-te 
boards,  lumbei-,  lihimbiiiir  and  heatin^r,  sand  and  irravel,  ready-mixed 


AMKNDMKNTS  <>^'  l-^-^'^  '>'<»  NATIONAL  HorsiNiJ  ACT 


51 


concrete,  local  ^oups  of  pluniHiniT  contractors,  and  imintino-  con- 
tractors, and  otlun-s,  have  ^one  on  record  favoriiiii'  extension.  In  fad. 
we  find  tlie  entire  l)uildinfr  industry  is  of  the  opinion  that  title  I  is  not 
only  desirable  but  absolutely  necessary  to  further  the  imprf)vement  of 

housing  in  1939  and  1940.  .       .        •        x-        .      i       i 

In  April  19:^7  title  I  was  allowed  to  expire,  m  spite  ot  a  i)lea  l)y  tlie 
building  industry  for  renewal.  Several  months  later  there  wa<  a 
marked  recess'on'in  building  opt^i'ations,  and  as  a  result  recom men  hi- 
tions  were  made  to  Congress  to  liberalize  all  sections  of  the  National 
Housing  Act  to  stimulate  construct irm  and  improvement,  and  one  of 
the  first  ivcoininendations  was  for  renewal  of  title  I.  Since  renewal 
of  title  I  on  Februarv  '\  193S.  Federal  Housing  Administration  rei)orts 
show  that  modernization  and  repan-  work  under  this  title  has  totaled 
$171,000,000,  with  very  small  loss-s. 

It  has  been  stated  by  a  witness  before  this  committee  that  title  I 
should  be  allowed  to  expire  on  eJuly  1  because  it  has  served  its  i)urpose. 
It  is  the  feeling  of  the  building  industry  tliat  title  I  has  not  served  its 
purpose  and  that  there  is  still  a  very  definite  need  for  insurance  by 
the  Government  of  repair  and  modernization  loans.  In  support  of 
the  position  of  the  building  industry,  we  would  like  to  call  your  atten- 
tion to  a  press  release  of  the  Works  Progress  Administrator  under  date 
of  January  9,  1939,  in  which  Works  Progre^  Administrator  Col.  F. 
C.  Harrington  reports  on  a  survey  of  8,000,0(X)  American  homes  in 
203  urban  communities.  These  8,000,000  homes  covered  approxi- 
mately 45  percent  of  the  number  of  urban  families  in  the  United 
States.  The  survey  shows  that  only  40  percent  of  the  8,()0i),000  homes 
were  considered  in  good  condition,  and  the  reinaining  60  percent^  were 
in  need  of  either  major  or  minor  repairs  and  improvements.  We  are 
asking  that  this  report  be  incorporated  in  the  record  for  your 
information. 

(The  report  referred  to  is  as  follows:) 

WcKKS  Pbi>grk«s  Administration 
[F'or  release  to  newsi>ai)er  Monday  nioniinp,  January  J>.  liV.iU] 

WORKS    PRORGKKS    ADMINISTRATION    FINDS    ONLY     40     PEIICKNT    OF     URBAN     HOMKS    IN 

"GOOD  condition" 

Col.  F.  C.  Harrington,  Works  Progress  Administrator,  today  (.January  9)  made 
public  a  comprebeiisive  report  disclosing  that  only  40  iiereent  (»f  the  8,(K)0,0<M> 
American  homes  covered  in  surveys  of  203  urban  conununities  wfrt'  roiisidercMl 
ill  "good  condition." 

The  rei>ort  is  Urban  Housing:  A  Summary  of  Real  Prop<'rty  Inventories  Con- 
ducted as  Work  Projects,  1084-1936.  The  inventories,  covering  approximately  the 
number  of  homes  sufficient  to  house  45  percent  of  the  urban  families  in  1930,  wen' 
begun  as  projects  under  the  Civil  Works  Administration  and  the  Federal  Emer- 
gency Relief  Administration,  and  carried  on  by  the  Works  i»rogress  Admin- 
istration. 

More  than  16  i)ereent  of  the  homes  covered  by  these  studies,  with  the  excep- 
tion of  residences  in  New  York  City,  were  rated  "unfit  for  use"  or  in  need  of 
major  repairs  to  make  them  habitable.  More  than  15  percent  had  no  private 
flush  toilets,  20  ix-reent  were  without  private  bath  or  shower,  and  more  than  40 
percent  lacked  central  heating. 

Most  of  these  inventories  for  the  individual  cities  were  set  up  in  resi)onse 
to  local  demands  and  were  designed  to  meet  spe<*ifie  local  needs  through  the 
determination  of  the  residential  housing  situation  in  the  areas  surveyed.  The 
results  have  been  summarized  in  a  report  issued  l>y  the  W<»rks  Progress  Admin- 
istration. Division  of  Social  Research,  under  the  direction  of  Corrington  (Jill. 
Asvistant  Administrator  in  charge  of  Rivearch  and  Statistics. 
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"From  these  surveys  has  been  assembled  the  most  detailed  body  of  statistical 
information  now  available  on  the  physical  ch;iracteristics  of  housing  in  the 
United  States,"  he  said  in  the  letter  of  transmittal.  "Such  information  provides 
the  data  essential  for  analysis  of  various  problems  connected  with  real  estate 
and  aids  in  the  formation  of  sound  programs  throughout  the  country." 

While  substantial  housing  is  not  limited  to  certain  sections  of  the  country,  Mr. 
Gill  said,  the  extent  and  characteristics  of  such  housing  vary  from  region  to 
region.  He  called  attention  to  the  findings  of  tlie  surveys  that  32  r)ercent  of  all 
citv  dwelling  units  in  the  Southeast  lacked  private  indoor  Hush  toilets,  while  19 
percent  in  the  Northwest  and  12  percent  in  the  Northeast  were  without  that 
facility.  Fifteen  percent  of  the  urban  dwelling  units  in  the  Southwest,  7  percent 
in  the  Northwest,  and  3.5  percent  in  the  Northeast  were  without  running  water. 

Installed  bathing  facilities  were  found  to  be  even  less  common  than  private 
flush  toilets.  More  than  40  i)ercent  of  the  dwelling  units  in  southeastern  cities 
were  without  private  bathtubs  or  showers;  in  the  Northwest  21  percent  and  in 
tlie  Northeast  20  percent  were  without  these  facilities. 

**It  is  generally  agreed  that  the  absence  of  sanitary  facilities,  unsafe  condition 
of  physical  structure,  overcrowding,  and  the  presence  of  extra  families  are  all 
factors  which  render  a  dwelling  unit  sul)standard,"  Mr.  Gill  added. 

Findings  presente<l  by  the  report  include : 

There  was  more  than  one  i)erson  per  room  in  17  percent  of  the  dwelling  units 

visited. 

Five  percent  of  the  families  covered  lived  in  dwelling  units  already  containing 

a  "primary"  family. 

Single-family  houses  were  the  dominant  type  of  residential  structure,  but  one- 
half  of  the  dwelling  units  were  in  buildhigs  designed  for  more  than  one  family. 

Nearly  two-fifths  of  the  units  were  occupied  by  their  owners. 

Most  single-family  homes  (K'cupied  by  their  owners  were  valued  at  less  than 
.$5,000  and  about  one-fifth  at  less  than  $2,000. 

In  rented  units  the  average  numthly  rental  was  about  $2"*,  with  a  wide  varia- 
tion from  city  to  city  and  section  to  section  of  the  country. 

Electricity  was  the  usual  means  of  lighting,  and  either  electricity  or  gas  was 
the  common  fuel  used  for  cooking.  In  the  Southeast,  however,  25  percent  of  the 
urban  homes  were  without  gas  or  electric  lighting  and  nearly  half  were  without 
gas  or  electric  cooking  equipment.  More  than  half  the  structures  inspected  were 
built  before  1915  and  a  quarter  before  1895.  Wood  was  found  to  be  the  prevailing 
material  for  exteriors  in  all  regions  except  New  York  City,  the  proportion  ranging 
from  65  percent  in  the  Northeast  to  82  percent  in  the  Southeast. 

The  data  on  individual  stnictures  and  dwelling  units  are  confidential,  but 
summary  tabulations  have  been  released  for  city  blocks,  housing  districts,  census 
tracts,  and  other  tabulating  \uiits.  Through  these  rep<»rts  information  on  the 
general  housing  situation  for  each  city  and  for  areas  within  the  city  may  be 
secured.  In  most  cases  the  c<>mplete  local  report  is  available  in  the  conmumity 
surveyed.  The  final  city  reiK)rts  have  been  distributed  to  Federal  agencies 
concem€»d  with  htmsing. 

Inventories  from  which  the  report  was  prepsired  were  made  in  the  foUowing 
communities : 


Alabama :  Birmingham. 
Arizona :  Phoenix. 
Arkansas:  Little  Rock. 
California : 

Oakland. 

Sacramento. 

San  diego. 
Colorado : 

Colorado  Springs. 

Pueblo. 
Connec'tieut : 

Stamford. 

Waterbury. 
Delaware :  Wilmington. 
District  of  Columbia  :  Washington. 
Florida:  Jacksonville. 
Georgia :  Atlanta. 
Idaho:  Boise. 


Illinois : 

Aurora. 

Decatur. 

Joliet. 

Peoria. 
Indiana : 

Anderson. 

Clarksville. 

Claysburg. 

Crown  Point. 

East  Chicago. 

Elkhart. 

Evansville. 

Fort  Wayne. 

Gary. 

Hammond. 

Indianapolis. 

Jeffersonville. 
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Indiana — Continued. 
Kokomo. 
Lafayette. 
LaPorte. 
Marion. 
Michigan  City. 
Mishawaka. 
Mmicie. 
New  Albany. 
Plymouth. 
Richmond. 
South  Bend. 
Terre  Haute. 
W.  Lafayette. 
Whiting. 
Iowa:  Des  Moines. 
Kansas : 

Arkansas  City. 
Chanute. 
Dodge  City. 
El  Dorado. 
Emporia. 
Hutchinson, 
independence. 
Kansas  City. 
Lawrence. 
Manhattan. 
Topeka. 
Wellington. 
Wichita. 
Kentucky : 
Louisville. 
Paducah. 
Louisiana  : 

Baton  Rouge. 
Shreveport. 
Maine:  Portland. 
Maryland : 
Frederick. 
Hagerstown. 
Massachusetts : 
Boston. 
Cambridge. 
Chelsea. 
Everett. 
Haverhill. 
Newton. 
Worcester. 
Michigan :  Lansing. 
Minnesota : 
Duluth. 
Minneapolis. 
St.  Paul. 
Mississippi :  Jackson. 
Missouri : 

Jasper  County. 
Kansas  City. 
Springfield. 
St.  Joseph. 
Montana:  Butte. 
Nebraska : 
Lincoln. 
Omaha. 
Nevada :  Reno. 
New  Hampshire: 
Concord. 
Manchester. 


New  Hampshire— Continued. 
Nashua. 
Portsmouth. 
New  .lersey: 
Statewide. 
Trenton. 
New  Mexico: 
Albucpierque. 
Santa  Fe. 
New  York: 
Albany. 
Binghamton. 
New  York. 
Syracuse. 
North  Carolina: 
Asheville. 
Greensboro. 
North  Dakota:  Fargo. 
Ohio : 

Akron. 
Alliance. 
Ashtabula. 
Canton, 
(.'leveland. 
Columbus. 
Lima. 
Marion. 
Massillon. 
Portsmouth. 
Salem. 
Steubenville. 
Youngstown. 
Zanesville. 
Oklahoma:  Oklahoma  City. 
Oregon :  Portland. 
Pennsylvania : 

Allegheny  County,  including  Pitts- 
burgh. 
Allentown. 
Arnold. 
Bethelehem. 
Bradford. 
(California. 
Canonsburg. 
Coatesville. 
( 'harleroi. 
Delaware  County. 
Donora. 
Easton. 
Erie. 

Jefterson  County. 
La  master. 
Meadville. 
Monessen. 
Monongahela. 
New  Kensington. 
Philadelphia. 
Scrauton. 

Washington  and  East  Washington. 
Waynesburg. 
WilliJinisport. 
Rhode  Island:  Providence. 
South  Carolina: 
Charleston. 
Columbia. 
Spartanburg. 
South  Dakota:  Sioux  Falls. 
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Teniioss(M' :  Kooxville. 
Texas : 

Austin. 

Dallas. 

Wichita  Falls. 
Utah :  Salt  L-ike  City. 
Vermont :  Burlington. 
Virginia : 

Bluefit'ld. 

I  loi  Jewell. 

Martinsville. 

Newport  News. 

Norfolk. 

Portsmouth. 

Uichniond. 

Winchester. 

Washington :  Seattle. 


West  Virginia  : 

Bluefield. 

Charlesfown. 

Clarksburg. 

Fairmont. 

Huntington. 

Martinsburg. 

Morgan  town. 

Moundsville. 

P.irkersburg. 

Princeton. 

Wheeling. 
Wisconsin : 

Kenosha. 

Kacine. 
Wyoming : 

Casper. 

Cheyenne. 


I.  \mlTemV!lTnr^"\  i''V  '"•  "^^  >""  =»  <l-">stion  about  title 
oome  feeem  to  tlunk  tliat  the  Housing  Aut  loritv  will  takp  carp  of 

nil.  liALDwiN    No,  and  I  do  not  see  why  it  should  be  true     If  -. 
Kd^lhTHor-'^V^""!*' •'"'''  '•*  '^  '"'d'-Vin  need  of  ,tpa   s,' wJ  ,; 

Mr  S  rK?T  "^' '^''";,"'''*''''*'"V  ^"'^^  '•"'•'^  "f  ^  tlnng  like  that, 
itv  is  Smt  L  r'  '"^  *''f  T'  *''*'  *'>«"'-V  "*  t''^  Housing  Authoi- 

Mr.  Baldwin.  No.  but  these  are  homes  where  they  need  repairs 
^^Xt  kind"'  '"'^'  "P''"'  ''"**  *'"y  ^""'i"'>-  -ouli^noTdo  tC^s 

The  statement  has  been  made  before  this  conmiittee  that  the  lendino- 
institutions  have  been  educated  to  handle  modeniizat  on  ami  "em  ? 

rrvx;  j'Go!e^m:; ;  T""^-  '"  ''^r  ^^'"'-^  ^'-  "ssiinTof 

iiie  reaeial  Uoxeinment.  E.\i)erience  shows  that  when  title  T  wns 
allowed  to  expire  on  April  1,  1937,  some  of  the  lendS  institutions 
did  come  forward  with  proposals  for  modernizationTd^repfir  loLns^ 

I'n  le'ni'TH  A  "nT  %  ""''  !?'  ""'.  --P-ed  wtlX  $  ^te 
uniier  tiie  J'.  H.  A.    Naturally,  in  the  face  of  such  exorbitant  dis 

count  rates,  and  the  removal  of  the  Government  insurance  business 
falls  off,  and  as  a  consequence,  the  public,  which   accordfn.;  tn  tlf! 

vXmTv  tK''??«  -d;,stry,Pand  accorZ'grtbeTa^  t 
» eioped  by  the  \V    P.  A.  survey,  should  be  encouraged  to  make  im 
provements  IS  prohibited  from  doing  so  by  high  interest  rZs 

In  view  of  the  tremendous  need  for  pro,ierty"improveme™tL  which 
acually  exists  the  building  industry  is  united  in  ur^  c"nCss  to 
extend  title  I  beyond  its  present  expiration  date.  ^  ^on^ress  to 

Mr.  WoLcoTT   Mr.  Baldwin,  in  this  connection,  you  mention  in 
your  statement  that  when  title  I  was  allowe<l  to  exp  re  private  canita 
was  available  at  a  higher  rate  of  interest,  and  you  mention  the  W 

''"ii^'"  "1!,"^  *'"'f  ^^'y  '^^"-^^  ^««  ''^«''  ^Vrcent,  whe^  thev 
MJTA^^nN!'  Yes'r'  "'  ^  •"'''""*  ""*^""  ^^  "^  ^^  '«^"'-»'«  " 
Mr  WoLcoTT.  Now,  all  of  the  information  which  we  have  li.H  U. 
foi-e  this  committee  is  that  loans  under  title  I  have  always  borne  a« 
mterest  rate  of  9.62.  ^         "®  *" 

Mr.  Baldwin.  That  is  right,  but  in  asking  6  percent,  that  AvnnU 
go  up  to  pretty  nearly  12.  °"'^ 
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Mr.  WoLCOTT.  You  mean  that  they  doubled  up  on  the  basic  nitei'e.st 
rate  of  7  percent  instead  of  the  basic  interest  rate  ot  5  peicent . 

Mr.  Baldwin.  Take  my  own  busmess,  for  mstance.  Here  ai-e  some 
records  I  have.  According  to  our  own  records  ^jyi"  my  hrni  on 
F.  H.  A.  loans,  from  April  20,  1935,  to  December  31,  1938,  we  have 
submitted  to  different  lending  institutions  615  loans  aggregating  a 

total  of  $438,000  under  title  I.  ,..,.,  i 

When  title  I  went  out  we  immediately  found  that  they  were  ask- 
ing more  interest  on  our  loans.  So,  we  tried  to  take  some  of  the 
loans  ourselves,  and  with  the  help  of  our  local  bank  we  did.  Ut 
these  615  loans  58  of  them  were  rejected  for  one  ot  the  tollowing 
reasons:  First,  they  did  not  comply  with  the  F.  H.  A.  requirements. 

Sec(md,  the  credit  was  not  suitable;  and 

Third,  insufficient  income.  . 

Of  these  58  loans  we  decided  to  carry  48  ourselves,  in  addition  to 
which  we  approved  46  other  loans  aggregating  a  total  ot  $168,000 
Now,  they  went  and  tried  to  get  these  48  loans,  and  so  they  tried 
to  add  m()re  interest  on  them.     Of  this  amount  we  have  charged  otf  as 
uncollectible  the  following:  ,  i    n.         i 

In  1936,  $147.50  was  charged  off;  in  1937,  $84  was  charged  off ;  and 
in  1938  we  charged  off  $19.60,  of  this  total  that  we  took  ourselves. 

As  of  December  31,  1938,  there  remains  a  balance  on  our  books  of 
$63,500,  which  represents  the  balance  due  to  us  directly,  which  we 
had  to  take  ourselves. 

Mr.  (jiFFORD.  Did  you  take  a  second  mortgage? 

Mr.  Baldwin.  No;  we  did  not  take  any  second  mortgage,  no,  sir. 
We  took  the  loans  ourselves.  •  t      . 

The  Chairman.  What  he  means  is  that  you  made  the  loans  without 

having  them  insured? 

Mr.  Baldwin.  Yes,  sir;  we  carried  the  loans  ourselves. 

Mr.  GiFFORD.  ^Yhat  security  did  you  have  for  the  loans? 

Mr.  Baldwin.  We  had  the  same  security  they  are  takimr  now  under 
title  i,  just  simply  the  credit  security.  That  is  all  title  I  is.  This  is 
under  title  I,  not  title  11.  ,       „     ^ 

Mr.  Brown.  You  are  not  in  a  position  to  supply  all  of  your  apph- 

cants  with  loans  ?  ,     ,      , 

Mr.  Baldwin.  No,  sir.  We  took  just  the  same  credit  that  the  banks 
or  lending  institutions  would  have  taken  inider  title  I.  Of  course, 
we  cut  down  on  that  now,  because  the  banks  are  making  title  I  loans 

again.  .  .  . 

Mr.  GiFFORD.  Whtit  do  you  think  about  the  imposition  of  a  1  per- 
cent insurance  premium  on  loans? 

Mr.  Baldwin.  I  have  asked  some  of  the  binks  about  that.  They 
said  they  wanted  to  think  it  over. 

Mr.  WoLCOTT.  We  were  told  last  year  when  we  reduced  the  premium 
rate  from  a  half  of  1  percent  to  a  quarter  of  1  percent  that  the  banks 
felt  that  would  so  deplete  the  insurance  fund  that  they  would  not 
have  protection  sufficient  to  encourage  them  t()  give  loans.  Now,  these 
banks  come  back  and  tell  us  they  have  had  a  bigger  volume  of  business 
than  ever  before  in  the  face  of  the  fact  that  we  were  told  thev  would 
not  make  loans.  We  did  a  lot  of  guessing  last  year  and  we  followed 
advice  that,  apparently,  was  not  sound,  and  I  think  we  ought  to  find 
out  where  we  are  going.  Last  year  these  banks  said  we  absolutely 
will  not  make  these  loans  for  90  percent  if  the  insurance  fund  is 
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impaired  by  adding  this  risk,  90-percent  loans,  and  decreasing  the 
pmnku  rate  from  one-half  of  1  ^rcent  to  a  quarter  of  1  percent 
&o  "  ttev  come  back  and  tell  us  they  not  only  made  these  loans,  but 
Siey  lave  made  so  many  loans  that  their  volume  of  business  is  greater 
than  ever,  and  they  have  made  more  money  themselves  than  they  have 
ever  made  in  the  history  of  their  institutions.      .  . 

m"  Baldwin.  Yes;  but  I  do  not  think  reducing  the  Pr"";"'"  ™t« 
to  a  quarter  of  1  percent  from  one-half  of  1  l>ercent  l.a.l  anything 

to  do  with  this  business.  ,      .  ...         ,       ,   ,^„„„~r.* 

Mr  GiFroRD.  Do  vou  think  that  the  imposition  of  a  1  percent 
insurance  premium  would  deter  the  banks  from  making  loans? 

Mr  RiinwiN  Had  the  F  H.  A.  put  a  quarter  of  1  percent  or 
onSai?  of  1  "eS  h^  thie  I  in  the  beg?,ining,  the  c^hjinces  are 
S^re  never  would  have  been  any  question  raised,  but  to  put  it  m  now, 
I  think  would  not  work.  Mavbe  a  quarter  of  1  percent  would  take 
Jare  of  any  ll*«  of  the  banks.    The  past  year  the  record  has  been 

^^Mif  (Sford.  It  was  testified  here  yesterday  that  II/2  percent  would 
not  take  care  of  the  losses  on  loans. 

Mr  Brown   It  was  testified  the  day  before  that  1  percent  would. 

Mr  Gi^oRD.  Do  you  think  that  with  the  proposed  1  percent  insur- 
ance fee  «.e  banks  would  object  to  making  those  loans  when  they 

"'m?' B^DrrTlould  not  think  they  would,  but  vou  know  what 
banks  ™They  want  to  get  all  they  can  get.  At  the  present  time 
the  banks  have  iust  gotten  a  little  shock  in  our  State.  One  of  the 
tanks  close'unJersef  City  because  they  had  been  carrying  too  much 

"■"MrSroRD.  On  the  basis  of  the  Banking  Act  of  m.5  how  is  it 
nos^'blet^t  banks  are  not  able  to  transfer  their  real  estate  to  the 
Kid  Reserve?    Could  they  not  just  rediscount  those  real  estate 

%Tr! Baldwin.  You  mean  could  the  banks  rediscount  them? 

Mr.  KwiN-.^No;  I  do  not  think  they  would  rediscount  anything 

""Mr  G™d.  Your  bringing  in  this  New  Jersey  situation  comes  as 
a  d  stinctXek  to  this  committee,  because  the  committee  thought  it 
could  not  happen:  that  we  had  provided  a  place  for  them  even  to 
Sunt  reSate  mortgages:  and  you  say  that  real-estate  mortgages 

•^^r^xi:"?  Under  title  I  it  is  not  ^^^^^^  J^  %^ 
simply  a  moral  loan  on  a  man's  cmlit.    Under  title  n  it  is  a  cimer 

'"Mra™".'  Do  yon  think  that  failure  was  a  very  g.Kxl  recom- 
mendation for  commercial  banks  to  take  mortgages . 

Ah  sli^wiN.  It  had  nothing  whatever  to  do  with  title  II.  It 
„«lv;oar^he  banks  when  it  comes  to  real  estate,  Wcause  the  closing 
o?f^i^  bank  was  because  they  had  so  much  real  estate  on  then-  hands. 
Thev  had  iea  estate  thei-e  that  had  not  made  any  loans  under  t.  e  II, 
Ihey  nao  reai  esiai  ^„„;t;n„  tn  make  loans  under  that  title, 

because^they  were  not  ">«  position   oj^^^*-  {«''"',,,,(  with  all  of  the 

Mr.  GiFFOKD.  I  do  not  want  to  pursue  iiiai, 
machinery  that  has  been  set  up  here 
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Mr.  Baldwin  (interposing).  What  did  you  say;  I  do  not  under- 
stand you. 

Mr.  GiFFORD.  I  say  with  all  the  machinery  that  has  been  set  up 
here,  these  failures  were  supposed  not  to  happen.  Exi^erts  have 
declared  it  couUl  not  happen,  but  it  has  hai)pened.  It  is  a  distinct 
sh(X'k,  is  it  not^ 

Mr.  Baijdwin.  Absolutely,  but  that  bank  had  an  awful  lot  of 
real-estate  niortj^ages,  and  it  may  have  been  some  of  the  loans  they 
had  made. 

Mr.  GiFFORD.  But  the  great  quest icm  before  this  ccmnnittee  has 
been  to  separate  investment  banking  and  business  banking,  and  we 
are  now  trying  to  ])ut  the  connnercial  banks  into  real-estate  invest- 
ment fields.  My  colleague  on  my  left  has  constantly  inveighed 
against  that,  but  we  gave  the  Federal  Reserve  power  to  take  over 
those  mortgages  and  rediscount  them. 

Mr.  Baldwin.  But  these  were  not  F.  H.  A.  mortgages  that  those 
banks  had.  They  had  not  made  any  real  estate  loans  at  all,  I  guess, 
in  5  years.  So  they  cannot  turn  anything  over  to  the  banks  that  you 
are  talking  about,  because  they  had  no  F.  H.  A.  loans. 

Mr.  (jiFFORD.  Do  you  mean  that  those  i-eal-estate  loans  are  all 
ovei*  5  years  old  'i 

Mr.  Baldwin.  I  should  say  they  were,  and  some  of  them  may  be 
10  or  15  years  old. 

The  Chairman.  Do  you  know  what  percentage  of  their  loans  were 
re]>resented  by  real-estate  security  i 

Mr.  Baldavin.  The  title  company  in  New  Jersey  ? 

The  Chairman.  No,  the  bank  that  failed;  do  you  know  what 
percentage  of  their  loans  were  real-estate  loans? 

Mr.  Baldwin.  No,  sir;  I  do  not  know. 

The  Chairman.  Do  you  know  how  nuich  they  had  in  real-estate 
loans  ? 

Mr.  Bau)win.  No,  sir ;  I  do  not  know  that. 

Mr.  GiFFORD.  These  loans  were  all  over  5  and  10  years  old? 

Mr.  Baldwin.  Yes.  This  bank  had  not  made  any  loans  whatever 
under  the  F.  H.  A.  They  could  not  do  so.  They  were  not  in  finan- 
cial condition  to  make  any  loans  at  all  under  the  F.  H.  A. 

Tlie  Chairman.  That  was  a  State  bank  ? 

Mr.  Baldwin.  Yes,  sir. 

Mr.  Spence.  What  is  the  legal  rate  of  contract  interest  in  the  State 
of  New  Jersey?     How  much  can  you  charge? 

Mr.  Baldwin.  The  interest  rate? 

Mr.  Spence.  Yes. 

Mr.  Baldwin.  Well,  on  mortgages  it  is  G  percent,  straight  6  percent, 
and  for  loan  companies  it  is  9  percent,  personal  loan  companies 
that  is. 

Mr.  Spence.  What  are  these  mortgages  you  hold  and  what  interest 
rate  do  they  bear '( 

Mr.  Baldwin.  We  have  no  mortgages.    These  are  notes. 

Mr.  Spence.  What  interest  do  the  notes  bear  ? 

Mr.  Baldwin.  It  figures  out  9.7  i)erceiit. 

Mr.  Spence.  Five  percent  discount  ? 

Mr.  Baldwin.  It  figures  9.7  percent.  That  is  what  the  banks  all  get, 
so  we  take  the  same  rate.     These  title  I  loans  that  I  am  telling  you 
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about  are  not  under  mort^a^es  at  all.  There  are  loans  made  under 
niort^a^es  u})  to  $2,500  on  small  homes,  but  we  liad  none  of  those. 

Mr.  Spence.  What  is  the  lejral  rate  of  interest  in  New  Jersey? 

Mr.  Bau)win.  On  loaning  companies,  pei-sonal  loaning  companies, 
I  think  it  is  9.5  j>ercent  or  9.7  i>ercent. 

Mr.  Spence.  Is  that  discount  ? 

Mr.  Baidwin.  Yes;  but  the  rejrnlar  mortgage  loan  is  6  percent 
ijit«i*est  in  the  State  of  New  Jersey. 

Mr.  Spence.  Can  they  contract  for  higher  interest  rates? 

Mr.  Baldwin.  Yes;  the  law  in  New  Jersey  allows  it.  They  call  it 
a  personal  loan. 

Mr.  Spence.  Does  it  allow  it  on  a  loan  of  any  other  character? 

Mr.  B\ij>wix.  No;  you  go  down  to  a  bank  and  discount  a  loan, 
and  the  most  they  can  charge  you  is  6  percent. 

Mr.  SiEXCE.  These  notes  were  for  materials  and  supplies  you  fur- 
nished to  the  home  owners? 

Mr.  Bau)win.  Yes,  sir;  they  were  for  materials  and  supplies  that 
we  furiiished,  for  which  we  took  these  notes. 

Mr.  Spence.  Do  you  not  have  any  other  security  than  their  per- 
sonal notes?  Do  vou  take  a  material  man's  lien  Avlien  vou  furnish 
that  material 't 

Mr.  Baldwin.  AVe  do  just  the  same  as  anybody  else,  and  just  take 
I  heir  notes. 

Mr.  Spence.  A  note  with  security  is  all  you  have? 

Mr.  Baldwin.  That  is  all  we  have. 

Mr.  WiLiJAMs.  And  you  have  found  those  to  be  very  safe  loans? 

Mr.  Baldwin.  Yes.  sir;  we  have  foinid  those  loans  to  be  very  safe. 

Mr.  Spence.  I  am  talking  al>out  the  personal  loans  you  carry. 

Mr.  Baldwin.  Yes,  sir. 

Mr.  Spfnce.  You  have  no  security  or  a  mortgage  of  any  kind? 

Mr.  Baldwin.  No,  sir.  When  the  banks  refused  to  go  along  with 
those  people,  we  simply  took  them  over  as  far  as  we  could,  took  them 
ourselves  up  to  the  limit  of  our  capacity. 

Mr.  Si^rNCE.  Then,  you  have  no  security  other  than  their  personal 
obligation  ? 

JVlr.  Baldwin.  No.  We  do  not  even  have  as  much  as  the  Govern- 
ment gives  the  banks,  because  they  give  them  10  percent. 

Mr.  Spence.  Do  not  the  materialmen  usually  take  a  materialmen's 
lien  when  they  construct  a  house? 

Mr.  Baldwin.  Would  you  repeat  that  question? 

Mr.  Spence.  In  most  States  you  can  get  a  materialman's  lien  when 
you  furnish  material  to  build  a  house. 

Mr.  Baldw^in.  On  most  of  these  houses  there  is  already  a  mortgage. 
We  do  not  want  a  second  mortgage. 

Mr.  Spence.  Would  you  rather  have  this  moral  risk  than  a  second 
mortgage  ? 

Mr.  Baldwin.  Absolutely;  we  would  rather  have  the  moral  risk, 
l)ecause  they  are  paying  on  the  notes  every  month.  Before  I  left 
the  cffice  yesterday  I  found  out  that  payment  on  this  $63,000  balance 
wlrch  is  due  is  current ;  the  payments  are  up  to  date. 

Mr.  GiFFCRD.  Why  don't  you  like  second  mortgages  in  New  Jersey? 

Mr.  Sacks.  It  is  an  equity  proceeding  over  there  in  New  Jersey. 
Thoy  do  not  have  a  filing  of  a  bond  in  New  Jersey  like  we  do  in 
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some  States.     In  New  Jersey  you  have  to  go  through  an  equity 

procedure. 

Mr.  GiTFORD.  Is  that  your  answer?     Do  you  adopt  that  as  your 

answer? 

Mr.    Baldwin.  I   think    that   has    been    a   big    thing    under   the 

F.  H.  A.^ 

Mr.  Sacks.  It  is  very  expensive,  Mr.  Gifford,  to  go  through  a  fore- 
closure proceeding  in  New  Jersey. 

Mr.  Gifford.  I  am  trying  to  make  this  witness  say  wdiat  his  answer 
is  as  to  why  he  prefers  a  moral  risk  to  a  second  mortgage. 

Mr.  Baldwin.  Two  of  the  men  wlio  had  loans  last  year  died.  We 
just  said  we  were  not  going  to  ])ush  the  widows,  and  we  just  forgot 
about  it— that  is  all.  I  think  the  biggest  thing  the  F.  H.  A,  has 
done  in  this  country  is  to  wipe  out  this  seccmd  mortgage  evil.  It  is 
the  most  damning  thing  that  ever  occurred  in  this  country,  and  the 
Federal  Housing  Administration  has  wiped  that  out,  and  that  is  the 
most  im[)ortant  thing  it  has  done. 

Mr.  Patman.  Sometimes  there  is  more  than  a  second  mortgage. 
There  is  also  a  third,  fourth,  or  fifth  mortgage. 

Mr.  Baldw^in.  Yes:  there  is  sometimes  a  second,  and  even  a  third 
or  fourth  mortgage. 

Mr.  Spence.  How  many  notes  do  you  hold  ? 

Mr.  Baldwin.  I  do  not' know  how  many.  I  just  gave  you  the  total 
aggregate  amount  of  all  the  notes  we  hold. 

Mr.  Spence.  Did  vou  state  the  amount  of  the  notes? 

Mr.  Baldwin.  They  average  $700  or  $800,  and  I  think  there  is  one 
over  $1,000.    They  are  all  small  loans. 

Mr.  Spence.  All  of  these  makers  have  paid  their  interest  on  the 
notes  promptly?  .     , 

Mr.  Baldwin.  On  these  notes  they  have;  yes,  sir.  When  I  left 
yesterday  afternoon  we  found  none  in  default. 

Mr.  Spence.  Has  that  been  the  history  of  all  of  these  notes,  or  are 
they  doing  better  now  than  they  have  been  doing? 

Mr.  Baldwin.  I  just  told  you  what  our  personal  losses  have  been. 
I  read  off  the  amounts.  The  losses  were  $17.50  in  1936,  $84  in  1937. 
and  $19.60  last  year.    It  is  uncanny,  and  I  do  not  blame  you  if  you 

doubt  it. 
Mr.  Spence.  I  am  glad  to  see  that,  as  it  looks  as  though  tunes  are 

getting  better. 

Mr.  Baldwin.  It  is  uncanny,  but  these  people  want  to  keep  their 
homes,  and  they  will  pay  those  notes  before  they  pay  anything  else. 

The  Chairman.  Any  agency  in  the  world  can  make  loans  for  home 
improvement  if  they  select  those  loans  with  reference  to  the  financial 
condition  of  the  borrower  and  the  character  of  the  borrower  and  his 
earning  capacity  and  his  ability  to  repay  the  loan? 

Mr.  Baldwin.  Yes,  sir;  that  is  right. 

The  Chairman.  As  a  matter  of  fact,  almost  any  citizen  will  repay 
a  debt  of  that  kind  if  he  can. 

Mr.  Baldwin.  Yes,  sir;  absolutely. 

Mr.  Gifford.  A  second  mortgage  under  the  laws  of  New  Jersey 
may  be  expensive  to  foreclose  and  you  have  brought  that  out,  perhaps. 
But  what  is  your  remedy  if  they  "do  not  meet  these  payments? 

Mr.  Baldwin.  If  they  do  not  meet  these  payments  on  the  notes? 

Mr!  Gifford.  Yes;  if  they  do  not  meet  them. 
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Mr.  Baldwin.  In  no  case  have  we  started  suit 

Mr.  GiFFORD.  That  does  not  answer  my  question.    What  would  he 

your  remedy?  .  i    ,        •     ^i  i 

Mr.  Badlwin.  Our  remedy  is  to  start  suit,  and  that  is  the  only 

remedy  we  have. 

Mr.  GiFFORD.  You  can  ^rah  anythinjj  then  ? 

Mr.  Baldwin.  Yes ;  we  can  take  anything  we  can  get. 

Mr.  GiFFORD.  Which  is  much  better  than  a  second  mortgage? 

Mr.  Baldwin.  We  generally  find  out  they  have  not  anything.  If 
they  cannot  pay  that  they  have  not  anything. 

Mr.  GiFFORD.  But  it  is  better  than  a  second  mortgage? 

Mr.  Baldwin.  If  you  get  a  man's  name  on  that  note  your  remedy 
is  to  seize  anvthing  he  may  have. 

Mr.  WiLUAMs.  Most  of  these  homes  you  say  have  mortgages  on 

them  already? 
Mr.  Baldwin.  Absolutely. 
Mr.  Williams.  Of  course,  you  could  not  touch  that. 

Mr.  Baldwin.  No.  ,       ,         ,  i 

Mr.  Williams.  And,  in  addition  to  that,  they  have  homestead  ex- 
emptions, have  they  not? 

Mr  Sacks.  Yes ;  New  Jersey  has. 

Mr.  Baldwin.  What  do  you  mean,  may  I  inquire? 

Mr.  Williams.  The  fact  that  you  own  a  home  gives  you  a  home- 
stead exemption  in  most  of  the  States,  does  it  not? 

Mr.  Baldwin.  I  do  not  know. 

Mr.  Sacks.  Thev  have  a  personal  exemption  in  rsew  Jersey. 

Mr.  Williams.  What  is  your  personal  exemption  ? 

Mr.  Baldwin.  $200.  ^  •  xr 

Mr.   Williams.  And   there   is   no   homestead   exemption   in   New 

Jersey  ? 

Mr.  Baldwin.  No.  . 

Mr.  Williams.  That  certainly  must  be  an  exception  to  the  rule. 

Mr.  Baldwin.  Not  in  New  Jersey.  ,    .^^^  , ,       . 

Mr.  GiFFORD.  If  a  man  has  three  cows  worth  $200  you  could  not 
touch  them,  but  if  he  has  six  cows  you  could  levy  on  them. 

Mr.  Baldwin.  What  is  the  use  of  wasting  money  suing  them  if 

thev  have  not  anything?  ,       , ,.         v  ^   a^  ^ 

the  Chairman.  For  reasons  of  public  policy  most  States  give 
citizens  a  personal  homestead  exemption,  as  a  matter  of  policy  looking 
to  the  general  welfare  and  social  conditions,  and  I  am  surprised  that 
the  State  of  New  Jersey  does  not  have  a  personal  exemption  of  more 

than  $200.  ,       •     ,  .i  -.i 

Mr.  Sacks.  The  State  of  Pennsylvania  does  not  have  one  either. 

Mr.  Baldwin.  New  Jersey  has  no  such  law. 

Mr.  GiFFORD.  I  want  to  congratulate  New  Jersey.  I  hey  have  a  very 
ffood  law  relating  to  deficiency  mortgages. 

Mr  Gore.  Mr.  Baldwin,  are  you  familiar  with  any  ()t her  concerns, 
such  as  yours,  with  respect  to  their  experience  along  tins  line? 
^  Mr  Baldwin.  Yes:  I  am  familiar  with  the  experience  ot  other  con- 
cerns I  talked  to  one  of  our  senators  from  New  Jersey,  htate  benutor 
Louizeaux,  from  down  in  Plainfield,  who  owns  the  Louizeaux  Luniber 
Co.,  and  their  experience  has  been  the  same  as  ours.  1  Hey  have  had 
very  good  success  with  it. 

Mr.  Gore.  That  is  fine. 


m 


i.»i 


i 


\ 


AMENDMENTS  OF  1939  TO  NATIONAL  HOUSING  ACT  gl 

Mr.  Baldwin.  I  could  not  believe  it.  ,  .       .    ,,  ^  „, 

The  Chairman.  Mr.  Baldwin,  there  is  nothing  m  the  work  unusual 
or  surin-ising  about  what  you  are  telling  us.  The  people  of  this  coun- 
try have  not  lost  their  character.  They  have  lost  their  ability  and 
opportunity  to  pay  their  debts. 

Mr.  Baldwin.  Yes,  sir ;  that  is  right. 

The  Chairman.  And  those  who  do  not  pay  are  those  who  cannot 
pay.  That  is  the  simple  truth  of  this  thing.  This  system  we  have  of 
undertaking  to  standardize  loans  and  substitute  a  certain  kind  of 
security  for  human  character  has  not  worked,  and  it  never  will. 

Mr.  Baldwin.  Yes,  sir.  ^,    ,    .      ,    .  i    ^  ^         * 

The  Chairman.  A  bank  in  New  York  in  their  annual  statement 
showed  that  they  had  outstanding  over  287,000  personal  loans, 
loans  on  character.  They  had  outstanding  53  million  dollars  ot  these 
loans  at  the  end  of  the  year  at  low  rates  of  interest,  and  had  not  lost  any 
money.  They  were  running  an  old-fashioned  country  bank,  the  kind 
that  built  this  country.    They  made  loans  on  character. 

Miss  Sumner.  I  was  interested  in  that  statement  the  other  day. 
Was  that  under  the  present  banking  regulations?  No  other  bank  m 
the  country  can  lend  money  like  that;  they  are  not  permitted  to. 

The  Chairman.  Oh,  you  are  mistaken,  I  think.  Miss  Sumner.  We 
have  not  yet  entirely  eliminated  character  as  an  asset  in  banking.  I 
know  the  tendency  has  been  that  way  and  we  have  standardized  al- 
most everything  in  the  world,  but  we  have  not  eliminated  character 

entirely.  .  •  i  ^  o 

Miss  Sumner.  That  was  two-name  paper ;  is  that  right  i 
The  Chairman.  These  banks  are  in  good  condition. 
Miss  Sumner.  Of  course,  when  you  loan  on  two  names  you  ai-e 

not  just  loaning  on  one  character,  are  you  ? 

The  Chairman.  I  did  not  gather  from  this  man's  report  that  there 

was  anybody  on  notes  except  the  borrowers  who  signed  the  notes. 
Mr.  Sacks.  Are  there  any  endorsers  on  your  notes,  Mr.  Baldwin? 
Mr.  Baldwin.  It  is  just  a  straight  note,  made  by  the  owner  of  the 

TDroperty. 

Mr.  Spence.  Were  mortgages  on  the  property  at  the  time  of  the 

execution  of  the  note? 

Mr.  Baldwin.  I  guess  there  are  few  homes  that  do  not  have  a 
mortgage  on  them  of  some  kind. 

Mr.  Spence.  You  look  to  the  note,  and  not  to  any  other  security 

at  all?  ,  ,  ._ 

Mr.  Baldwin.  The  only  loan  I  ever  came  across  where  they  said 

the  property  was  clear  Avas  about  3  months  ago.  They  said  the 
house  was  free  and  clear  and  wanted  to  make  a  loan  of  $600,  and 
we  found  there  was  $6,000  taxes  due.  So  I  do  not  know  the  differ- 
ence between  a  first  mortgage  and  $6,000  taxes.  When  title  I  went 
out,  there  were  some  people  that  had  these  obligations,  and  they  went 
to  the  bank  for  these  loans.  The  banks  got  cold  feet  and  said  they 
could  not  get  loans  from  them.  So  we  tried  to  help  them  out  on 
some  of  these  loans  ourselves,  and  we  took  all  we  could  carry. 

Mr.  Williams.  How  much  money  have  you  loaned  out? 

Mr.  Baldwin.  Of  the  58  loans  that  they  rejected  we  decided  to 
carry  48  of  them  ourselves,  in  addition  to  which  we  approved  46  other 
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l^o"«nn^^''^^''*'"S  *"  *"*'*'  "*  $168,000,  of  which  there  is  still  due 

Mr.  Williams.  And  those  are  all  in  good  standing? 

Mr.  Baldwin.  Those  loans  are  all  in  good  standing;  eveiy  one  of 

Mr.  Williams.  How  long  have  you  been  in  that  business « 
Mr.  Baldwin.  What  is  that? 

Mr.  Williams.  What  period  of  times  does  that  activity  cover « 
Mr.  Baldwin.  It  covers  some  of  them  from  1935.    After  the  law 
went  into  effect,  those  58  loans  were  rejected  by  the  banks,  and  we 
took  them  because  we  knew  the  ])eople.    When  Htle  I  went  out   our 
amount  mcreased,  and  we  are  still  going  to  take  some  more  of  them 
accordnig  to  our  finances.  ' 

Mr   Williams.  You  are  still  willing  to  go  on  with  that  kind  of 
activity  to  the  extent  of  your  ability? 
Mr.  Baldwin.  We  do  not  want  to  continue  it,  but  if  they  are  ffoino- 
ii^'"\ir  ^^'"  ^'^^^  ^^  ^''^  ^^'i*^  ^^a^e  to  try  to  take  some  of  them  "^ 

Mr.  VVilliams.  It  has  not  been  any  losing  proposition,  has  it? 
Mr.  Baldwin.  No  ;  it  has  not  been  a  losing  proposition 
Mr.  Williams.  Have  you  discussed  this  matter  with  other  agencies 
of  similar  character?  ^ 

Mr.  Baldwin.  What  is  that  ? 

Mr.  Williams.  Have  you  talked  about  it  with  other  people  ^ 
Mr.  Baldwin.  No;  what  do  you  mean  by  "with  agencies"? 
Mr.  Williams.  With  reference  to  this  loaning  business 

hir  dtXl!"*  ^'^^'  ^'''  "'  ""  '"'*^''  ""^  conversation  amongst  all 
Mr.  Williams.  Thev  are  all  doing  it  then? 

buiWer^d^''^'''*  ^""^  *^'^^'  ^''^  """*  ^"  '^"""'^  '^'    ^^"^  ^^^  *''^  ^"^»" 
Mr.  Williams.  Wait  a  minute.    I  am  asking  you  to  what  extent 

^'^iV  "^^  ^^^^^  ^i^^^^'  P^^P^^  ^^^^  engaging  in  this  kind  of  acti\dtv« 

Mr.  Baldwin.  In  the  State  of  New  Jersey  all  four  of  us.  * 

Mr.  Williams.  Four  of  you  in  the  State  of  New  Jersey? 

Mr.  Baldwin.  Yes,  sir.  '^ ' 

]\Ir.  Williams.  They  are  all  lumber  dealers? 

Mr.  Baldwin.  Yes ;  they  are  all  lumber  dealers. 

Mr.  Williams.  Are  any  lending  companies,  or  any  other  agencies 
sucJi  as  insurance  companies  making  those  loans? 

Mr.  Bali)win  No,  sir;  not  under  title  I.  Remember,  this  is  title 
I  under  which  these  loans  are  made. 

Mr.  Williams.  I  know  what  I  am  talking  about. 
ftl    T  ■^^''^^^'^^-  ^^^   insurance  companies  make  no  loans  under 

Mr.  Williams.  They  do  not  lend  anything  under  that  title? 

Mr.  Baldwin.  No. 

Mr.  Williams.  The  banks  will  not  do  it  ? 

Mr.  Baldwin.  There  is  only  one  making  them  in  the  State  of  New 
Jersey,  the  Wald  Credit  Corporation  in  Newark.  That  is  all  T 
know  of.    I  know  of  no  others. 

Mr.  WnxiAMS.  The  reason  the  banks  do  not  make  them  is  because 
they  want  the  Government  to  insure  them  ? 

Mr  Baldwin.  There  may  be  something  in  that,  but  do  not  forget 
that  this  is  putting  a  lot  of  people  to  work. 
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]VIr.  GiFFORD.  Can  you  not  discount  those  in  your  bank 
temporarily  ? 

Mr.  Baldwin.  These  notes  ? 

Mr.  GiFFORD.  Yes. 

^Ir.  Baldwin.  No  ;  we  do  not  rediscount  them  at  the  bank. 

Mr.  GiFFORD.  You  cannot  do  it  without  recourse,  but  suppose  you 
.endorse  them  over  to  the  bank. 

Mr.  Baldwin.  Well,  but  we  do  not  put  them  in  the  bank.  AYe 
put  our  own  note  in  the  bank  if  we  want  money. 

Mr.   Spence.  The  bank   would  take  tliem  if  you  endorse   tliem, 

would  it  not  ? 

Mr.  Baldwin.  We  would  rather  have  one  note  in  the  bank  than 
to  have  those  notes  coming  due  about  every  other  day.  In  the 
lumber  business  in  the  United  States,  the  majority  of  dealers  are 
the  small  dealers.  I  judge  that  80  percent  of  the  Imnber  dealer's 
in  the  United  States  today  are  small  dealers,  and  they  simply  cannot 
go  ahead  and  finance  those  improvements.  The  small  dealer  cannot 
do  it  without  the  help  of  the  bank  or  somebody  else  making  those 
loans  under  title  1.  It  has  been  a  wonderful  thing,  I  know,  for 
the  small  yards  right  in  Jersey  City. 

Mr.  Brown.  You  could  do  more  business  under  title  I  than  you 
are  doing  now  ? 

Mr.  Baldavin.  And  carry  it  ourselves  ? 

Mr.  Brown.  Yes. 

Br.  Baldwin.  No  ;  we  could  not.    We  have  a  financial  limit  too. 

Mr.  Brown.  That  is  what  I  say,  you  could  do  more  business  with 
title  I  than  you  could  without  it? 

Mr.  Baldwin.  Absolutely,  if  they  continued  the  insurance. 

Mr.  Spence.  What  proportion  of  your  business  is  done  on  credit  I 

Mr.  Baldwin.  Under  title  I 

Mr.  Spence.  No:  what  proportion  of  your  business  is  done  on 
credit  ?     You  get  very  little  cash,  do  you  not  ? 

Mr.  Baldwin.  Tliat  would  surprise  you.  They  do  give  you  from 
$100  to  $200  down.  You  would  be  surprised  on  that,  too;  the  whole 
thing  has  been  a  surprise.  The  automobile  people  and  the  icebox 
people  have  done  it,  but  the  lumber  man  has  been  asleep  for  40 
years,  and  all  of  a  sudden  he  woke  up.  People  will  keep  their  home 
before  they  will  pay  their  automobile  broker  yet. 

Mr.  Spence.  How  long  have  you  been  doing  work  of  this 
character? 

Mr.  Bam>win.  Since  1935  when  the  F.  H.  A.  went  into  business,  but 
we  did  not  go  into  title  I  originally. 

Mr.  Spence.  Did  you  furnish  materials  on  personal  notes  before 
that  time  ? 

Mr.  Baldwin.  Yes.  I  would  rather  have  that  personal  note,  than 
to  take  the  note  of  some  contractor  or  builder. 

Mr.  Spence.  How  long  have  you  been  taking  the  personal  notes? 

Mr.  Baldwin.  Ever  since  the  F.  H.  A.  went  into  effect,  or  maybe 
nine  months  after  they  started. 

Mr.  Spence.  Were  you  in  business  before  that  ? 

Mr.  Baldwin.  You  say  was  I  in  business  ? 

Mr.  Spence.  Yes. 

Mr.  Baldwin.  I  have  been  in  business  42  years  in  New  Jersey. 
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Mr.  Spence.  How  did  you  do  your  business  before  the  F.  H.  A. 
was  ortranized  ? 

Mr.  Baldwin.  That  was  contractor  business.  They  let  it  out  to  the 
contractor,  and  the  contractor  bought  it  himself.  Maybe  we  got 
paid,  and  maybe  we  did  not. 

Mr.  Spence.  You  took  your  lien,  then,  didn't  you  ? 

Mr.  Baldwin.  We  have  no  lien  on  a  contract  for  repairs  in  New 
Jersey.  We  have  a  lien  under  construction.  That  is,  we  have  no 
lien  if  there  is  a  contract  on  file.  We  take  a  contract  for  a  new 
house,  and  we  file  what  is  called  a  notice  of  intention,  which  means 
that  we  have  a  right  to  file,  but  if  there  is  a  contract  on  file  we  have 
not  that  right. 

Mr.  Spence.  The  note  of  the  home  owner  has  been  better  than  the 
debt  of  the  contractor  ? 

Mr.  Baldwin.  Absolutely ;  I  should  say  so. 

Mr.  WoLCOTT.  Does  the  contractor  have  to  put  up  a  bond  when  he 
files  his  contract? 

Mr.  Baldwin.  There  are  very  few  bonds  filed  by  contractors  in 

New  Jersey. 

Mr.  WoLCOTT.  What  recourse  has  a  material  man  who  furnishes 
material,  or  a  laborer  who  does  labor  on  your  home? 

Mr.  Baldwin.  We  just  have  to  trust  to  luck  when  we  do  business 
with  a  contractor. 

Mr.  WoLCOTT.  You  have  no  mechanic's  lien  law  at  all  ? 

Mr.  Baldwin.  No,  sir;  not  in  New  Jersey.  Our  mechanic's  lien 
law  says  we  have  a  right  to  file  a  notice  of  intention.  If  we  do  not 
file  that  notice  we  have  no  right  to  put  a  lien  on  that  building. 

Mr.  WoLcoTT.  And  the  notice  of  intention  includes  what? 

Mr.  Baldwin.  The  notice  of  intention  or  contract  on  an  owner  put- 
ting up  a  house  means  that  we  reserve  the  right  to  put  a  lien  on  that 
building  if  we  do  not  get  paid.  It  has  to  be  done  before  the  job 
starts,  and  if  we  do  not  put  that  notice  of  intention  on  file  in  time 
we  lose  all  rights  for  a  lien  on  that  building. 

Mr.  WoLCOTT.  You  have  no  right  to  even  file  a  notice  of  intention 
on  modernization  or  repair  work  ? 

Mr.  Baldwin.  No,  sir. 

Mr.  Johnson.  Is  it  the  policy  to  charge  more  for  material  and  other 
things  when  the  Government  is  backing  the  proposition,  furnishing  the 

money  ? 

Mr.  Baldwin.  We  charge  less. 

Mr.  Johnson.  The  reason  I  asked  you  that  is  I  have  a  letter  in  my 
files  written  by  a  firm  stating  a  price  upon  an  article  provided  it  was 
purchased  with  Government  money,  and  if  it  was  not  purchased  with 
Government  money,  the  price  would  be  15  percent  less. 

Mr.  Baldwin.  That  is  not  our  case. 

Mr.  Johnson.  I  just  wondered  if  that  was  the  general  practice. 

Mr.  Baldwin.  If  a  man  is  sure  of  his  money  and  is  sure  of  getting 
paid,  he  will  naturally  make  a  lower  price. 

Mr.  Johnson.  I  was  surprised  to  see  that  in  the  letter. 

Mr.  Simpson.  \Vliat  is  the  average  amount  of  those  loans  that  you 
have  made  under  title  I  ? 

Mr.  Baldwin.  I  just  stated  that  a  while  ago.  It  runs  between  $800 
and  $1,000,  most  of  them  we  have,  but  they  have  nm  as  high  as  $1,200 
or  $1,300.    You  will  find  the  average  is  $700  or  $800. 
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Mr.  Simpson.  I  thought  you  said  you  had  loaned  about  $160,000 

amounting  to  about  90  loans.  ,     ,  ,  •    ^   i  i. 

Mr.  Baldwin.  No;  we  took  those  58  loans  that  had  been  rejected  by 
the  banks,  and  that  the  banks  would  not  take.  We  knew  the  people  and 
we  were  willing  to  take  the  loans  ourselves.  I  think  that  total  amounts 
to  $168,000,  of  which  there  remains  $62,000  odd,  and  up  to  late 
yesterday  there  was  no  default  on  any  of  them.  ,     -,     x  i        .. 

Title  I  has  been  one  of  the  finest  things  we  have  ever  had.  I  do  not 
think  it  will  last  forever,  but  I  think  it  ought  to  be  renewed,  and  I 
think  it  has  given  everybody  confidence.  Even  people  coming  down 
and  asking  for  loans  still  think  the  Government  is  behind  them.  I  do 
not  know  why,  but  there  is  that  psychological  effect. 

The  Chairman.   Mr.  McDonald,  have  you  anything  further  you 

want  to  say? 
Mr.  McDonald.  No,  sir;  Mr.  Chairman. 
The    Chairman.    Without   objection,   the   conunittee   will   stand 

adjourned.  ,      ,  . 

(Thereupon,  at  12:10  p.  m.,  the  committee  adjourned  subject  to  the 

call  of  the  Chair.) 
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FRIDAY,  FEBRTTARY  24,   1939 

House  of  REPRESENTATnTS, 
Committee  on  Banking  and  Currency, 

Washington^  D.  C. 

The  committee,  at  the  condusion  of  an  executive  session,  proceeded, 
at  11 :  15  a.  m.,  in  open  session,  Hon.  Henry  B.  Steagall  (chairman) 

presiding.  -,^     ,    -r.  -r» 

Present :  Messrs.  Steagall,  Williams,  Spence,  Ford,  Brown,  Pat- 
man,  Sacks,  Mills,  Martin,  Folger,  Hull,  Wolcott,  Gifford,  Luce, 
Crawford,  Gamble,  Simpson,  Johnson,  Kean,  Sumner,  and  Miller. 

The  Chairman.  Mr.  Daiger,  we  asked  you  yesterday  if  you  would 
let  us  have  today  an  estimate  of  the  cost  to  the  F.  H.  A.  of  operating 
title  I.    If  you  have  this  estimate,  will  you  please  give  it  to  us  now. 

STATEMENT  OF  J.  M.  DAIGER,  ASSISTANT  TO  THE  ADMINISTRA- 
TOR,  FEDERAL  HOUSING  ADMINISTRATION 

Mr.  Daiger.  Yes,  Mr.  Chairman,  I  do  have  an  estimate  of  the 
operating  expenses  of  the  F.  H.  A.  attributable  to  title  I,  and  I  should 
like  to  give  it  you  for  the  record  in  the  form  of  a  statement  that  I 
have  had  prepared  for  this  purpose. 

With  your  permission,  then,  Mr.  Chairman,  I  shall  do  that.  The 
statement  on  title  I,  Operating  expenses,  is  as  follows  [reading]  : 

A  detailed  break-down  of  expenses  of  the  F.  H.  A.  under  titles  I  and  II  of 
the  act  has  not  been  maintained  from  the  beginning  of  operations.  An  estimate 
has  been  made  of  operating  expenses  attributable  to  title  I  during  the  6  months* 
period  July  through  December  1938.  On  the  basis  of  this  study,  it  is  estimated 
that  approximately  $1,376,000  of  an  estimated  $13,500,000  in  total  oi^erating 
exiMjnses  of  F.  H.  A.  for  the  fiscal  year  ending  June  30,  1939,  will  be  attributable 

to  title  I.  .... 

The  section  in  Washington  devoting  full  time  to  collections,  investigations, 
etc.,  of  claims  for  insurance  paid  to  lending  institutions  costs  approximately 
$337,000  a  year.  Expenses  in  field  insuring  offices  in  connection  with  investiga- 
tion and  collections  under  claims  paid  for  insurance  amounts  on  an  annual 
basis  to  $172,000.  In  addition,  payments  made  to  the  Department  of  Justice  iii 
connection  with  handling  of  claims  under  title  I  insurance  and  to  the  Treasury 
Department,  Procurement  Divisicm,  in  connection  with  the  handling  of  repos- 
sessed properties  accounts  for  approximately  $75,000  a  year. 

Expenditures  in  the  Comptroller's  Division,  the  Legal  Division,  the  Economies 
and  Statistics  Division  and  the  various  administrative  divisions  of  F.  H.  A.  head- 
quarters in  connection  with  audit  of  loan  reports  received  from  lending  institu- 
tions, maintenance  of  figures  on  title  I  oi)erations,  the  investigation  of  credit 
extension  of  lending  institutions,  the  compliance  of  loans  with  F.  H.  A.  regula- 
tions the  legal  work  in  connection  with  loans  reported  for  insurance  and  claims 
for  insurance  sent  in  by  lending  institutions,  etc.,  are  estimated  at  approximately 

$563,000. 
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Approximately  $4r),000  of  the  estimated  animal  title  I  expenses  corers  ex- 
penditures in  the  Washington  office  in  connection  with  educational  activities 
under  title  I,  such  as  preparation  of  radio  programs,  mats  for  newspapers, 
preparation  of  pamphlets  to  be  used  by  financial  institutions  and  industries, 
etc.  An  additional  $184,000  covers  expenses  incurred  in  individual  field  insuring 
offices  for  educational  activities  under  title  I  in  local  communities,  representing 
expenses  applicable  to  part  time  given  by  employees  in  field  offices  to  such 
activities. 

The  total  of  all  of  these  items  amounts  to  the  estimated  $1,376,000  total  an- 
imal exi)enses  attributable  to  title  I  operations. 

Employees  giving  full  time  to  title  I  operations  in  field  offices  and  in  head- 
quarters number  244,  with  265  of  the  personnel  in  field  offices  giving  a  part 
of  their  time  to  title  I  activities  and  between  400  and  500  persons  in  Washing- 
ton giving  pfirt  time  to  these  activities. 

Mr.  Chairman,  that  conchides  tlie  summary  of  title  I  operating  ex- 
penses. The  following  statement  covers  tlie  questions  of  yesterday 
and  to<lay  in  regard  to  operations  under  title  I : 

As  of  December  31,  1938,  total  notes  insured  under  title  I  of  the  National 
Housing  Act  numbered  1,833,18."),  with  a  total  face  amount  of  $733,350,548,  of 
which  1,458,209  for  $561,631,922  were  insured  under  the  provisions  of  the  orig- 
inal title  I  of  the  act  and  374,976  for  $171,718,626  under  the  act  as  amended 
February  1938. 

Claims  paid  under  contracts  for  insurance  held  by  lending  institutions  re- 
porting m(;dernization  and  proijerty-improvement  loans  for  insurance  numbered 
84,860  at  December  31,  1938,  for  an  amount  of  $19,239,537.  At  that  date,  cash 
collections  on  claims  paid  and  credits  on  repossessed  properties  transferred  to 
the  Procurement  Division  of  the  Treasury  totalled  $6,224,859.  Approximately 
iS2,000,000  of  the  claims  paid  had  been  transferred  to  the  General  Accounting 
Office  as  uncollectible,  leaving  a  balance  of  $l0,90i),000  in  defaulted  notes  pur- 
chased, in  connection  with  claims  paid  to  lending  institutions,  in  process  of 
collection  at  December  31. 

As  shown  in  a  detailed  table  presented  later  herein,  approximately  $370,000,- 

000  of  the  $561,000,000  of  notes  insured  under  the  original  title  I  of  the  act  were 
20  percent  reserve  notes,  with  the  balance  of  $192,000,000  10  i)ercent  reserve 
notes  insured  from  April  1,  1936,  through  April  1,  1937,  at  which  time,  with  the 
exception  of  insurance  of  catastrophe  loans,  operations  under  the  original  title 

1  of  the  act  expired.  Lending  institutions  are  not  required  to  report  regularly 
their  outstanding  balances  on  notes  insured  under  title  I,  so  it  is  not  possible 
to  estimate  exactly  the  amount  of  reserve  of  the  $1(K1,000,000  authorized  under 
the  act  as  a  reserve  for  losses  under  title  I  unallocated  at  December  31,  1938. 
It  has  been  estimated,  however,  that  the  free  reserve  at  that  date  was  approxi- 
mately $34,000,(00.  On  a  10-percent  reserve  basis  this  would  permit  the  insur- 
ance of  a  face  amount  of  loans  of  approximately  $370,000,000. 

Of  the  $561,000,000  notes  insured  under  the  original  title  I  of  the  act,  approxi- 
mately $355,500,000  were  for  the  purpose  of  financing  "additions,  alterntions, 
and  repairs."  Of  this  amount  $282,(X)0,000,  or  79  percent,  was  used  for  im- 
provements to  residential  properties,  including  single-family  residences,  multi- 
family  structures,  and  farm  residential  property.  An  additional  $130,500,000 
was  for  the  purpose  of  installation  of  machinery  and  equipment  in  connection 
with  residential  properties,  making  a  total  of  $412,500,000  of  the  $560,000,000 
Used  for  improvements  to  residential  properties.  The  balance  of  $148,000,000 
was  used  for  improvements  and  installation  of  machinery  and  equipment  in 
connection  with  commercial  and  other  types  of  property. 

Of  the  $171,718,626  of  notes  insured  under  the  amendments  of  February 
1938,  $141,300,000,  or  83  percent,  covered  improvements  to  single-family  or 
multi-family,  nonfarm  residential  property.  The  balance  was  used  for  im- 
provements to  commercial,  farm,  and  other  tyi)es  of  property.  New  structures 
wholly  or  partly  residential,  for  which  loans  up  to  $2,500  were  permitted  under 
the  new  amendments,  numbered  $5,845  with  face  amount  of  tlie  note« 
$12,566,365. 

No  detailed  break-down  of  operating  expenses  of  F.  H.  A.  under  titles  I  and 
II  of  the  act  has  been  maintained  from  the  beginning  of  operations.  It  is 
estimated,  however,  that  on  December  31,  1938,  of  the  total  operating  expenses 
of  approximately  $44,000,000,  $11,000,000  has  been  expended  in  connection  with 
title   I  activities.     An  estimate  of  current  operating  expenses  under  title  I 


revived  in  February  1938  has  been  made,  indicating  that  approximately 
^1,376,000  of  an  estimated  $13,500,000  of  total  operating  exi)enses  (.f  F.  H.  A. 
for  the  fiscal  year  ending  June  30,  1939,  will  be  attributable  to  title  I  operations. 
Detailed  relwrts  of  insuring  operations  under  title  I  of  the  act  are  presented 
in  each  year's  annual  report  to  the  Congress  of  the  United  States. 

Mr.  Chairman,  that  concludes  the  statement  in  regard  to  title  I 
operations.  At  this  point  in  tlie  record  I  should  like  to  insert,  in 
response  to  the  questions  asked  by  Mr.  Williams,  an  outline  of  the 
work  of  our  Public  Relations  Division  and  our  Division  of  Education 
in  connection  with  title  I  activities.    [Continues  reading :] 

Statement  Describing  Work  of  Public  Relations  Division  and  Division  op 

Education  in  Connection  With  Title  I 

The  Public  Relations  Division  and  the  Division  of  Education  are  responsible 
for  the  dissemination  of  information  concerning  the  National  Housing  Act  so 
that  the  general  public  as  well  as  the  business  intei-ests  concerned  may  have 
full  knowledge  of  its  provisions. 

The  Public  Relations  Division  furnishes  news  and  editorial  material  to 
newspapers,  magazines,  and  other  publicatic/ns  and  prepares  si)ec^lu»s  and 
public  statements.  It  maintains  all  relations  with  the  press  in  general  through 
regular  releases  and  personal  contacts. 

The  Division  publishes  a  weekly  clip  sheet,  containing  information  concerning 
the  Federal  Housing  Administration,  the  National  Housing  Act,  and  related 
questions,  which  is  distributed  to  several  thousand  newspai^ers  upon  their  re- 
quest, and  is  widely  used  by  them.  It  publishes  a  monthly  magazine  known  as 
the  Insured  Mortgage  Portfolio,  which  is  distributed  to  financial  institutions. 
The  Division  also  prepares  suggestive  material  for  the  use  of  newspapers  in 
connection  with  advertising  by  institutions,  builders,  etc.,  featuring  Federal 
Housing  Administration  insured  loans.  This  is  distributed  only  upon  request 
of  the  newspajKjrs. 

Through  the  Division  of  Education,  the  Federal  Housing  Administration  has 
maintained  constant  personal  and  indirect  contact  with  financial  institutions, 
builders,  realtors,  architects,  manufacturers  of  building  materials,  building- 
supplies  dealers,  in  fact  all  related  business  interests,  as  well  as  the  general 
public.  For  this  purpose,  informative  literature  and  posters  have  been  pre- 
pared and  distributed;  radio  talks  and  annomicements  have  been  made  during 
free  time  donated  by  radio  stations;  motion  pictures  have  been  produced  and 
shown  free  of  charge  in  commercial  theateis;  and  exhibits  to  portray  Federal 
Housing  Administration  activities  have  been  designed  for  use  at  home  shows, 
fairs,  and  other  expositions  where  transportation  charges  liiave  been  pre- 
paid by  the  operators  and  free  space  donated. 

That  concludes,  Mr.  Chairman,  the  statement  in  regard  to  title  I, 
publicity  and  educational  activities.  I  have  brought  with  me  some 
material  that  illustrates  the  manner  in  which  the  facilities  of  title  I 
are  brought  to  the  attention  of  lending  institutions  and  borrowers. 
I  have  enough  copies  to  distribute  to  all  the  members. 

Mr.  GiFFORD.  I  would  like  to  find  out  the  tendency  on  your  part 
to  saddle  more  expense  on  title  I  than  you  have,  because  you  do  not 
like  it,  maybe. 

Mr.  Daiger.  I  am  sure  that  would  be  very  far  from  the  case,  Mr. 
Gifford. 

Mr.  Gifford.  Well,  I  remember  that  figure  of  $1,300,000;  so,  in 
your  revised  estimate,  we  will  have  that  in  mind. 

Mr.  Sacks.  $194,000,000  is  the  year's  business,  under  title  I,  and 
$1,300,000  is  the  operating  cost. 

Mr.  Gifford.  I  am  simply  trying  to  help  you.  I  did  not  want  to 
be  mean  about  it,  but  I  wanted  to  know  if  you  were  saddling  an 
undue  amount  of  expense  on  title  I. 
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Mr.  Daiger.  The  reason  I  have  brought  this  bundle  of  pamphlets 
and  circulars  alon^  this  morning  is  that  I  rather  sensed,  in  the  meet- 
ing yesterday,  a  feeling  that  somehow  the  fact  that  the  Adminis- 
trator had  not  proposed  a  continuance  of  title  I  beyond  next  July  1 
may  have  left  in  the  minds  of  some  of  you  the  idea  that  we  had  not 
very  energetically  administered  it  and  pressed  the  use  of  title  I. 
1  should  like  to  have,  either  now  or  at  some  other  time,  handed  around 
to  the  members  of  this  connnittee,  some  of  this  material  and  to  have 
you  take  a  look  at  some  of  the  rest  of  it.  If  you  will  also  pass  this 
chart  around,  you  will  see  that  the  year  1938  has  been  our  best  year 
in  the  volume  of  business  done  under  title  I,  under  comparable 
provisions  of  law. 

You  will  recall,  Mr.  Chairman,  that  in  1936  you  amended  the  act 
to  eliminate  all  financing  of  household  equipment,  which  had  been  a 
source  of  considerable  loss.  From  the  month  in  which  that  particular 
business  was  eliminated,  you  will  see,  by  comparison  with  the  previous 
year's,  which  is  the  jagged  line,  that  the  1938  business  has,  in  each 
month,  been  greater  than  in  the  1936-37  period. 

Mr.  GuTORD.  Might  I  say  there,  I  think  you  will  find,  later,  that 
the  banks,  having  learned  how  to  do  this,  are  lending  money  accord- 
ing to  this  method  and  are  not  insuring  it  with  you.  They  are  getting 
(he  9.272,  on  the  same  principle  you  started,  but  they  are  not  regu- 
larly insuring  the  loan ;  but  it  has  diverted  the  fomier  straight  loans. 
Mr.  Daiger.  Of  course,  that  is  necessarily  true  to  some  extent, 
though  we  have  no  way  of  knowing  how  much  of  this  business  is  being 
financed  on  the  same  or  similar  terms. 

Mr.  Gii-TORD.  They  say  "We  will  loan  you  money  on  the  method 
used  under  title  I,"  but  they  do  not  do  it  under  your  jurisdiction. 
Mr.  Daiger.  That  is  correct. 
Mr.  GiFFORD.  And  it  is  very  profitable. 

Mr.  Daiger.  Of  course,  since  a  bank  or  finance  company  can  obtain 
this  insurance  without  any  cost  whatsoever,  it  would  be  asking  almost 
too  much  of  human  nature  not  to  expect  them  to  hisure  the  loans. 

Mr.  GiFFORD.  I  know  that  our  banks  do  not  want  anything  to  do 
with  you,  up  my  way.  That  has  been  shown,  that  they 'do  not  want 
anything  to  do  with  you :  but  the)^  tell  the  public  "We  will  assure  you 
a  like  method."  but  they  are  getting  away  from  title  I  and  you  and 
using  your  method. 

The  Chairman.  I  want  to  ask  you  to  w^hat  extent  have  you  adver- 
tised and  publicized  your  facilities  for  rural  loans? 

Mr.  Daiger.  Well,  part  of  the  material  referred  to  covei*s  the  rural 
loans  under  title  I.  Then  there  is  this  printed  literature  which  is  very 
widely  distributed  through  trade  channels  and  through  the  local 
lending  institutions. 

Mr.  Crawford.  The  building  supply  houses  and  trade  houses  dis- 
tribute these  by  the  thousand,  and  on  the  check  counters  of  the  lend- 
ing institutions  the  leaflets  are  found  by  the  public  as  they  go  in. 
That  is  the  way  they  get  it  out. 
Mr.  Daiger.  That  is  correct. 

Mr.  Crawfoed.  I  have  seen  a  great  deal  of  it  out  in  the  field. 
Mr.  Daiger.  These  particular  circulars  [exhibiting]  have  to  do  with 
farm-improvement  loans. 


Mr.  Patman.  Mr.  Jones,  of  Texas,  introduced  a  bill  day  before  yes- 
terday providing  insurance  parallellhig  the  F.  H.  A.  Act,  as  I  under- 
stand.   Are  you  familiar  with  the  plan  ? 

Mr.  Daiger.  Mr.  Patman,  I  heard  something  about  it  several  days 
ago,  but  I  do  not  have  a  copy  of  the  bill.  I  believe  a  similar  bill  was 
introduced  by  Senator  Lee  in  the  Senate,  was  it  not  ? 

Mr.  Patman.  I  do  not  recall  that. 

Mr.  Spence.  What  kinds  of  local  institutions  ai*e  the  most  coopera- 
tive— the  banks  and  the  finance  companies? 

Mr.  Daiger.  By  classification  under  type  of  lending  institutions, 
there  have  been  participating  in  the  title  I  program  1,656  national 
banks,  1,482  State  banks,  and  135  building  and  loan  associations. 

Mr.  Spence.  That  is  in  title  II — ^building  and  loan  associations? 

Mr.  Daiger.  That  is  title  I.  This  is  for  the  period  covering  the 
amendment  enacted  last  February. 

Mr.  Crawford.  Did  you  say  135  building  and  loan  associations? 

Mr.  Daiger.  One  hundred  and  thirty-five  building  and  loan  associa- 
tions. 

Mr.  Crawford.  Now.  do  all  of  these  institutions,  which  have  these 
insurance  contracts  with  you,  use  the  publicity  service  ? 

Mr.  Daiger.  No  ;  not  all  of  them. 

Mr.  Crawford.  Is  that  service  sent  to  all  of  them,  broadcast  ? 

Mr.  Daiger.  It  is  made  available  to  all  of  them. 

Mr.  Crawford.  Or  on  request  only  ? 

Mr.  Daigfji.  May  I  make  one  correction,  or  addition,  rather,  to 
these  figures,  before  I  answer  that  question  ? 

Mr.  Crawford.  Yes. 

Mr.  Daiger.  I  gave  only  tJie  national  banks,  the  State  banks,  and 
the  building  and  loan  associations;  but  there  have  been  other  types  of 
institutions — savings  banks,  industrial  banks,  finance  companies,  and 
credit  unions.  The  total  number  of  all  institutions  operating  under 
title  I  during  the  past  year  was  3,450. 

Mr.  Wiixia3IS.  Just  to  have  it  in  the  record,  did  you  mention  all 
the  classes  of  institutions  that  have  participated? 

Mr.  Daiger.  I  have  now  mentioned  them  all. 

Mr.  Crawtord.  Out  of  that  3,450,  roughly,  do  you  have  the  figures 
showing  the  number  of  those  clients,  we  will  call  them,  who  have 
used  this  publicity  service?  If  so,  what  is  the  percentage,  and  has  the 
material  actuallybeen  distributed  to  them,  whether  they  use  it  or  not, 
or  do  you  send  it  out  on  request  only?  Put  it  in  the  record  if  you 
want  to. 

Mr.  Crawford.  Who  prepares  that  publicity  service  for  3^ou — ^your 
own  people,  or  do  you  have  some  outside  agency  prepare  it  ? 

Mr.  Daiger.  We  have  a  section  within  the  division  that  administers 
title  I,  in  which  the  gi'eater  part  of  this  is  prepared. 

Mr.  Crawford.  Then  the  car  cards  are  printed ;  is  that  done  at  the 
Government  Printing  Office  ? 

Mr.  Daiger.  Yes;  that  is  a  Government  Printing  Office  imprint;  so 
is  this  [indicating]. 

Mr.  Miller.  That  car-card  space  is  donated  ? 

Mr.  Daiger.  Yes. 
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Mr.  Ford.  There  is  a  parap'apli  in  hei-e  about  the  payment  of  loans, 
about  wliich  I  asked  yesterday.    It  says : 

Notes  must  be  payable  in  equal  monthly,  semimonthly,  or  weekly  installments, 
except  when  51  percent  or  more  of  the  income  of  the  borrower  is  derived  directly 
from  the  sale  of  agricultural  crops,  commotlities,  or  livestock.  In  such  cases  the 
note  may  be  made  payable  when  income  will  be  received,  but  at  least  1  payment 
must  be  made  during  each  year. 

Mr.  Daiger.  Yes,  Mr.  Ford.  I  answered  that  question,  I  believe, 
in  the  executive  session  yesterday.  Where  the  loans  are  made  in  agri- 
cultural communities,  they  are  made  payable  according  to  the  period 
in  which  the  borrowers  receive  their  income. 

Mr.  Ford.  The  payments  are  made  to  fit  the  borrower  ? 

Mr.  Daiger.  Yes — according  to  the  period  of  the  borrower's  income. 

Mr.  Spence.  On  page  2,  commencing  with  line  16,  in  your  amend- 
ment, it  is  provided — 

The  total  liability  which  may  be  outstanding  at  any  time,  plus  the  amount  of 
claims  paid,  in  resi^ect  to  all  insurance  heretofore  and  hereafter  granted  under 
this  section  and  section  6,  as  amended,  less  the  amount  collected  from  insurance 
premiums  and  deposited  in  the  Treasury  of  the  United  States  under  the  provi- 
sions of  subsection  (f )  of  this  section,  and  shall  not  exceed  in  the  -aggregate 
$100,000,UOO.  ^ 

To  what  extent  will  that  limit  your  issuing  insurance  under  this 
amendment  ? 

Mr.  Daiger.  Mr.  Spence,  that  particular  part  of  the  section  you 
have  read  is  in  the  present  law,  except  the  reference  to  insurance 
pemiums.    That  is  the  only  new  matter. 

Mr.  Spence.  What  would  be  your  capacity  to  issue  insurance  under 
this  present  section,  if  it  is  reenacted  ? 

Mr.  Daiger.  Well  we  have,  as  you  know,  this  total  allocation  of 
$100,000,000.  We  have  made  an  estimate  as  of  the  first  of  January 
1939,  that  there  is  a  free  reserve  available  of  something  over  $84,- 
000,000.  That  would  cover,  approximately,  $370,000,000  face  amount 
of  loans,  which  you  might  compare,  roughly,  with  the  $200,000,000 
that  we  have  insured  during  the  past  year.  Now  that  may  be  in- 
creased, as  I  think  I  explained  yesterday,  as  reserves  are  released  by 
the  payment  and  retirement  of  the  loans. 

Mr.  Spence.  A  billion  dollars  of  insurance  is  the  limit? 

Mr.  Daiger.  The  $100,000,000,  Mr.  Spence,  operates  as 
ing  fund;  so  that  while  it  would  represent,  theoretically, 
dollars,  as  long  as  the  losses  do  not  total  $100,000,000 

Mr.  Spence.  With  your  reserves,  then,  you  could  have  outstanding 
more  than  a  billion  dollars  of  insurance,  could  you  ? 

Mr.  Daiger.  Not  at  any  one  time.  We  could  have,  over  the  period 
of  the  revolution  of  the  fund. 

Mr.  Sacks.  But  at  any  one  time  the  amount  outstanding  could  not 
be  more  than  a  billion  dollars  ? 

Mr.  Daiger.  No.  A  billion  dollars  less  claims  paid  and  reserves 
allocated. 

Mr.  Spence.  It  cannot  exceed  a  billion  dollars  at  any  one  time  •  is 
that  your  construction  of  the  law  ? 

Mr.  Daiger.  If  all  notes  due  carried  the  10-percent  reserve  pro- 
vision, it  would  cover  a  billion  dollars  of  loans  at  a  given  time. 
Originally,  however,  title  I  provided  for  a  20-percent  reserve. 
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Mr.  Williams.  You  have  operated  for  two  different  periods  under 
the  l6-percent  provision,  have  you  not?  . 

Mr.  Daiger.  Yes.  The  amendment  in  1936,  as  I  recall,  expired  m 
April  1937.    That  was  a  lO-percent  provision.  . ,        ,      .... 

Mr.  Williams.  The  total  claims  that  have  been  paid  under  title 
I  are  about  $19,500,000? 

Mr.  Daiger.  That  is  right.  ,     ,  ,  r,  u  o-«^.o« 

Mr.  Williams.  That  represents  a  total  of  how  much  business? 
Does  that  go  back  to  this  figure  of  $194,000,000,  or  what  total  busi- 
ness does  that  represent?  .  ,     -r    •     .i  u^    ^* 

Mr.  Daiger.  The  cumulative  figure  on  title  I,  m  «^y!.^«^^^^^^^^^ 
loans,  is  1,833,185,  as  of  December  31;  and,  m  amount,  is  $733,3o0,548. 

Mr.  Luce.  The  National  Mortgage  Association  money— is  that  in- 
cluded in  your  figures?  .  . 

Mr.  Daiger.  The  Federal  National  Mortgage  Association  ? 

TVTr  Lttce    Jl  es 

Mr*  Daiger.  The  Federal  National  Mortgage  Association  is  an 
agency  established  under  the  provisions  of  title  III  and  operated 
under  the  jurisdiction  of  the  Eeconstruction  Finance  Corporation. 
Its  operations  relate  to  title  II,  however,  and  not  to  title  1. 

The  Chairman.  Mr.  Daiger,  you  and  your  associates  are  excused. 
If  we  want  you  back  we  will  let  you  know.  ,,     j;  ^i. 

(The  committee  thereupon  adjourned  subject  to  the  call  of  the 
Chair.) 
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TUESDAY,  FEBBUABY  28,   1939 

House  of  Repkesentatives, 
Committee  on  Banking  and  Currency, 

Washington,  D.  C. 

The  committee  this  day  met  at  10:30  a.   m.,  Hon.   Hen^  B. 
Steagall  (chairman)  presiding,  for  furtlier  consideration  of  H.  K. 

^'^Present:  Messrs.  Steagall  (presiding),  Williams,  Spence  Ford, 
Brown,  Patman,  Barry,  Sacks,  Gore,  Martm,  Folger,  Hull,  Gi«Ford, 
LucrCrawford,  Gamble,  Simpson,  Johnson,  Kean,  Sumner,  and 

^^The  Chairman.  The  committee  will  come  to  order.    Mr.  Craw- 

^''Mr'c^wFoX  This  plan  does  not  in  any  way  eliminate  the  second 
mortgage  feature  and  the  high  financing  cost.  It  fauces  them  but 
does  not  eliminate  them.  For  exampe  suppose  I  buy  »  ^ou^^ 
finance  a  house  through  your  plan  and  later  on,  after  2,  3,  or  4  years, 
I  ex^rfence  financial  difficulty  and  have  to  put  a  second  mortgage; 
and  my  friend  from  Texas  (Mr.  Patman)  comes  along  and  agrees 
to  take  the  second  mortgage  at  15  or  20  percent. 

Mr.  Daioer.  I  do  not  follow  you,  Mr.  Crawford. 

Mr  Crawford.  Suppose  you  come  along  and  extend  to  me  a  loan 
at  80' percent  of  the  value  of  the  property  on  an  amortization  basis 
for  20  years  and  I  pay  it  out  ^yithln  10  years? 

Mr.  Daiger.  AVhy,  then,  place  a  second  mortgage?  You  would 
have  available  the  means  of  financing  or  refinancing  on  an  80-percent 

^*Mr.  Cbawtord.  If,  after  I  paid  down  to  50  percent  of  the  value 
of  the  first  mortgage,  you  let  me  move  that  up  to  80  percent  of  the 
then  value  I  will  not  go  through  the  second  mortgage  procedure; 
but  if  you  wiirnot  let  me  move  that  back  to  80  percent  by  reason 
„f  the  fact  I  need  money,  I  may  have  to  r^ort  to  a  second  mor  gage^ 

Mr  Daiger.  There  is  no  reasonable  probability  that  you  could  go 
back  after  10  years  and  get  the  loan  you  could  have  gotten  in  the 
fust  instance,  because  you  would  have  had  10  years'  depreciation 

Mr.  Craw^bd.  The  first  mortgage-will  you  let  me  move  it  back  up 
lo  80  percent  of  the  then  appraised  value— is  that  in  the  general 

''^Mr  Daiger.  You  could  pay  the  mortgage  and  put  on  a  new  one. 
Any  house  that  is  already  insured  may  be  refinanced  under  existing 

'" Mr.  Patman.  If  this  law  is  not  extended,  it  will  be  terminated? 

Mv    T)ATrrR   Yes-  vou  will  freeze  all  the  existing  loans  of  this 

kiJd  at  a  p^nt  wh'ereThey  have  not  the  facilities  of  the  National 
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moTJafe  's^tem'  *'"^  "'"  ''^"■^^  ^  "^'''""  »>«*  '"^o  the  old 

houtest^^  thk',np?Wi^''i'fi'"^  ^•'""'    ^",'''*y«  «  l"t  of  vacant  new 
Mr.  Sacks.  Why? 

M^*  ^^^^^-  ^^'liy  ^voiild  lie  abandon? 

Mr.  DAinER.  Because  lie  wants  to  iret  a  rediiptinn  in  fi.o  «^^4^    j;  i  • 
money     You  would  drive  him  into  t'he  otfilrt^y  system  le^^ 
he  would  have  to  pay  excessive  commissions,  bonusef  ami  so  fm-th  f^ 

fii^t  mStr^r^^'  ""^"'^^  '"  «^'^  ""'^  ^°-  ^0  treo^^^rctl'on" 

exo^bit^tZe..S  rSs ?  ""*  °'  "^^  '^"""^'-^  "^^  ^'^^^  «'-'««  ^hese 

Mr.  Daiger.  All  over  the  United  States. 
redJcii^f'Tf'f?  ^''^f  exception  to  that.-    You  talk  about  a  20-percent 

Mr.  Daiger.  That  would  be  20  percent. 
peJJent  ''•  ^^'''  ''  ""'^  ^  P^''^'^"*'  ^''^  y»"  '^'^  talking  about  20 

«*^i,'"'  ^^'^™.-  There  is  a  20-percent  reduction  in  the  interest  nnrHn., 
ver^'faSTtem-r  '"^-    "^'"^  ^■°"  ^P"^^*^  '''^*  overVo  ^^^iT?" 

in?'-&hat^Kt''th°e*  n'^'  fOO'OOO'OOO  loans  you  are  guarantee- 
ov^iers?  '''^  mortgage  companies  or  the  individual 

Mr.  Daiger   That  benefit  jroes  to  the  home  owners 

present  tKy  175,687  oS  of  ex^lln./  '"'  ^''V'^'^  "P  *«  th^ 
with  188,219  new  homes  ^  ''"""^^  *°^  ">  connection 

$2,^?^'™'"'-  ^''"'  '^  '^'  ""^'•^««  '»°'-tg«g«  on  old  homes,  about 

Mr.  Daiger.  About  $3,700  each. 

Mr.  Patman.  That  makes  a  total  of  about  $550,000000 
tiof  $6?0.94?000'"'  "'''"''  '""^  ^""-"^  •"  d°"-  -  eSng  construc- 

Mr!  mrR^It'^S^rfSS""'  "''  "^"  '=""^*™^«™  ' 
Mr.  Patman.  They  are  close  together. 
Mr.  Daiger.  Yes ;  that  is  true. 

Mr.  Patman.  That  shows  that  when  you  ijet  rid  of  the  nlrl  n 
buy  a  new  one,  and  when  one  gets  rid  o^f  an  old  hol't^s  a'^w 

the'^nS'^Tnew^^^^^^^  ^'^  P^^^^  ^^  ^''  ^^^  ^^-^  -  lower  than 
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Mr.  Ckawford.  Going  back  to  the  question  raised  by  the  gentleman 
from  Illinois  (Mr.  Martin)  have  we  gotten  ourselves  into  a  situation 
whereby,  through  financing  new  homes  under  this  plan,  we  are  devel- 
oping a  condition  where  old  homes  cannot  be  and  Avill  not  be  pre- 
served insofar  as  title  is  concerned  because  the  people  will  l>e  driven 
from  the  old  homes — ^they  will  actually  desert  them — in  order  to  move 
into  something  moi^e  modern  and  which  can  be  paid  out  on  easier 
financial  terms? 

Mr.  Daiger.  That  would  be  the  case  after  next  July  1  if  the  pi-esent 
law  remains. 

Mr.  Crawford.  If  that  is  true,  and  if  we  do  not  extend  the  [)ower 
to  lend  on  existing  structures,  will  the  general  plan  not  fall  absolutely 
of  its  own  weight  ? 

Mr.  Daiger.  I  think  there  would  be  two  inevitable  results.  In  the 
first  place,  the  value  of  existing  property  would  be  severely  depressed 
compared  to  new  property.  In  the  second  place,  we  would  slow  up 
the  volume  of  new  construction. 

Mr.  Crawford.  And  thereby  defeat  the  purpose  of  both  forms  of 
insurance  ? 

Mr.  Daiger.  That  is  right. 

Mr.  Sacks.  And  we  might  create  a  serious  condition  in  connection 
with  present  mortgages,  because  there  would  be  a  greater  amount  of 
property  coming  back  to  the  hands  of  the  mortgagees,  resulting  in 
frozen  assets. 

Mr.  Martin.  You  say  that  on  existing  property  the  total  mortgages 
amount  to  $650,000,000  and  on  new  property  the  total  mortgages 
amount  to  $878,000,000? 

Mr.  Daiger.  Yes. 

Mr.  Martin.  That  is  about  a  60-40  basis,  is  it  not?  It  is  propor- 
tionately that.  In  Mr.  Folger's  State  at  the  present  time  the  per- 
centage of  the  mortgages  on  existing  property  is  about  10  percent. 
I  am  wondering  whether  this  large  amount  of  mortgages  on  existing 
property  took  place  back  a  few  years  ago  and  we  are  beyond  and  over 
that,  and  it  is  unnecessary  at  this  time  to  continue  the  guaranteeing 
of  mortgages  on  existing  property. 

Mr.  Folger.  We  would  have  to  increase  the  F.  H.  A.  insurance  by 
250  percent  to  bring  it  up  to  the  national  average,  would  we  not  ? 

Mr.  Ford.  How  many  loans  were  made  on  existing  property  and 
how  many  were  made  on  new  property  in  the  State  of  California? 
Have  you  that  information  for  the  various  States  covering  Federal 
Housing  Administration  operations? 

Mr.  Daiger.  May  I  first  answer  the  question  whether  the  tendency 
is  for  the  demand  for  insurance  of  mortgages  on  existing  construction 
to  decrease?  I  believe  that  is  the  pending  question.  In  the  year  1935 
we  accepted  for  insurance  29,787  mortgages  on  existing  construction ; 
in  1936,  64,049;  in  1937,  55,111;  in  1938,  52,057.  The  answer  to  the 
question  is  that  in  1935  existing  houses  accounted  for  65  percent,  in 
1936  for  52  percent,  in  1937  for  45  percent,  in  1938  for  30  percent. 

Mr.  Patman.  Can  you  estimate  how  much  these  people  have  saved 
through  the  Federal  Housing  Administration,  the  175,000  who  have 
refinanced  existing  construction?  Can  you  not  in  some  w^ay  estimate 
the  saving?  It  occurs  to  me  that  such  information  would  be  interest- 
ing and  material. 
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Mr.  Daiger.  There  is  such  a  wide  variation  in  financing  in  the 
different  communities. 

Mr.  Patmax.  You  know  the  rates  of  interest  that  have  been 
charged  in  the  different  localities,  do  you  not? 

Mr.  Daiger.  I  believe  that  no  one  would  dissent  to  the  statement 
that  the  ordinary  80  percent  financing,  whether  it  consisted  of  1,  2  or 
3  mortgages,  under  the  old  system  of  renewals,  cost  not  less  than  15 
percent  a  year.  I  have  seen  estimates  of  that  running  as  high  as 
20  percent. 

Mr.  Patman.  Can  you  not  use  the  figures  you  are  quoting  and  de- 
termine about  how  much  has  been  saved  each  year  by  these  bon-ow- 
«rs  and  how  much  they  will  save  in  the  future  until  the  maturity 
of  their  loans? 

Mr.  Daiger.  As  I  stated  previously,  it  is  reasonable  to  assume  that 
the  cost  of  obtaining  80  percent  financing  under  the  old  system  of 
renewals  amounted  to  not  less  than  15  percent. 

But  if  we  assume  that  the  average  interest  rate  paid  on  the  first 
mortgage  and  secondary  liens  combined  was  not  over  8  percent  over 
the  period  of  the  loan,  and  that  the  borrower  made  his  pa3mients  in 
such  a  way  as  to  be  equivalent  to  amortization  of  the  mortgage  in 
20  years,  the  borrower  on  a  $3,700  mortgage  under  the  F.  H.  A.  plan 
at  5  instead  of  8  percent  would  haVe  saved  almost  $1,600  in  interest 
over  the  period  of  the  loan.  The  saving  to  175,000  borrowers,  on  such 
an  assumption,  would  amount  to  approximately  $2T5 ,000,000  over  the 
20  years. 

On  the  average  F.  H.  A.  monthly  mortgage  payment  of  about  $30, 
this  would  represent  a  substantial  saving  each  month. 

Mr.  Patman.  They  would  save  from  about  $3  to  al)out  $6  a  month 
on  an  average  loan  of  $3,600? 

Mr.  Daiger.  The  average  payment  on  a  F.  H.  A.  insured  loan  is 
only  about  $30  a  month. 

Mr.  Patman.  And  that  would  mean  from  10  to  20  percent  saving. 

Mr.  Daiger.  That  saving  for  a  man  who  is  paying  $30  a  month 
would  be  very  important,  amounting  possibly  to  around  $6  a  month. 

Mr.  Patman.  A  very  substantial  saving. 

Mr.  Mnjj^R.  How  about  the  States  wherein  there  is  no  saving?  1 
have  in  mind  a  man  who  wanted  to  buy  a  house  valued  at  $9,700.  He 
shopped  around  everywhere  to  get  the  money  with  which  to  make  the 
purchase  and,  finally,  he  saved  money  by  borrowing  from  a  local  bank 
at  5  percent. 

Mr.  Daiger.  The  Federal  Housing  Administration  does  not,  of 
course,  undertake  to  insure  all  mortgages. 

Mr.  Miller.  In  that  case  it  was  advantageous  not  to  borrow  from 
the  F.  H.  A. 

Mr.  Daiger.  That  factor  of  saving  came  into  the  picture  in  Con- 
necticut after  the  National  Housing  Act  was  put  on  the  statute  books. 
Your  lecrislation  supplemented  our  legislation. 

Mr.  Mn.LER.  T  have  a  feelimr  that  if  we  make  terms  too  easy  that 
will  be  undesimble.  I  know  those  who  have  bought  F.  H.  A.  houses 
without  have  a  good  reason  for  so  doing.  When  conditions  are  so 
that  one  may  buv  a  house  without  putting  any  of  his  own  money 
into  it,  T  do  not  think  that  is  helpful. 

Mr.  Daiger.  The  F.  H.  A.  puts  a  ceiling  of  5  percent  on  the  interest 
charge.    That  means  that  no  one  need  pay  any  more  than  5  percent 
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if  the  mortgage  is  eligible  for  insurance.    In  New  York  State  and  in 
New  England,  I  believe,  there  ai^  many  institutions  making  loans 
at  4.5  and  5  percent,  without  the  benefit  of  F  HA.  insurance. 
Mr.  Miller,  What,  in  your  opinion,  is  the  beneht  of  b.  n.  A. 

insurance  to  the  average  person?  A^.n.A\.\r.^  tl.a 

Mr.  Daiger.  I  have  just  outlined  the  benefits  m  describing  the 

operations  that  have  taken  place  thus  far.  o    t  ^«,. 

Mr.  Miller.  What  is  the  advantage  to  one  buying  a  house?    1  can- 

not  see  it 

Mr!  Dmger.  In  the  case  you  have  just  cited  the  advantage  came 
from  the  fact  that  financing  costs  in  the  State  of  Conne^-ticut  have 
been  reduced  as  a  i-esult  of  the  enactment  of  the  National  Housing 

Act 

Mr.  Miller.  Wliat  is  the  situation  at  the  present  time  ?  ^ 

Mr.  Daiger.  In  the  case  you  cited,  the  man  was  able  to  obtain  a 

loan  on  terms  at  least  equally  as  favorable  as  the  F  H.  A  maximum. 

The  F   H   A.  does  not  say  w^hat  a  bank  shall  charge,  but  it  does 

sjiy  that  if  the  loan  is  to  be  insured,  it  shall  not  carry  an  interest 

rate  exceeding  5  percent.  ^    ^     i        . 

Mr.  Miller.  What  is  the  advantage  to  one  who  wants  to  buy  a 

house  1    J. 

Mr.'  Daiger.  Absolutely  none,  if  one  can  get  the  same  terms  that 

are  offered  under  the  F.  H.  A.  plan.  _ 

The  Chairman.  Are  not  borrowing  conditions  in  the  gentleman  s 
district  [Mr.  Miller's]  far  more  favorable  than  m  some  sections  else- 
where throughout  the  Nation?  ,     ^       -.  ^-        ^  xu    jx^^u^a 

Mr  Daiger.  That  has  been  true  since  the  foundation  of  the  Lnited 
States  New  England  has  always  had  more  favorable  money  rates 
in  all  kinds  of  transactions  than  any  other  section  of  the  country. 

The  Chairman.  And  that  is  particularly  ti-ue  of  the  btate  ot  Con- 
necticut, is  it  not? 

Mr.  Daiger.  Yes.  .  _      ^.^,    tt   ^  tux*  u  - 

I  want  to  point  out  that  in  Connecticut,  under  title  II,  1,994  bor- 
rowers  have  used  the  F.  H.  A.  to  purchase  new  houses,  and  1,117  have 
used  the  F.  H.  A.  to  purchase  existing  houses.    The  mortgage  fananc- 

ing  has  aggregated  $15,250,000.  ^  ^  ,.  -      .        ,.x^i       i,-i 

Mr  Ford  I  asked  about  the  State  of  Cahf ornia  a  little  while  ago, 

and  then  you  answered  Mr.  Folger's  question.  ,,    ^    ,« 

Mr.  Daiger.  Shall  I  give  California  or  Massachusetts  firstly 
Mr.  Ford.  Give  Massachusetts  first.  ,     ,  ^  ^^,  ,  .  ^ 

Mr    Daiger   In  Massachusetts  we  have  had  3,695  loans  insured 

under  title  II  and  they  have  aggregated  $18,634,000.    Of  Uiose  3,695 

loans  1,339  were  made  on  new  houses  and  2,356  of  them  were  made 

on  existing  houses.  ^.^     ^    ,       ,     ,       ^ 

Also  I  should  like  to  say  to  Mr.  Gifford  that^he  has  been  mism- 
f ormed  about  the  trend  of  F.  H.  A.  business  under  title  I  in  Massa- 
chusetts. We  had  in  Massachusetts  53,296  borrowers  under  the  old 
title  I  and  during  the  last  year  alone — -  ^ 

Mr  Gifford.  You  hear  me  talk  about  the  recent  tidal  wave  in  winch 
we  used  that  title  a  great  deal.    It  was  a  godsend  to  our  people. 

Mr.  Daiger.  The  same  is  true  of  title  II. . 

(Stenographic  record  incomplete  here.) 

Mr.  Gifford.  Is  there  a  tendency  on  the  part  of  borrowers  to  try- 
ing to  get  a  sour  mortgage? 
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Mr.  Daiger.  Frequently  there  is.  And  just  as  frequently  we  re- 
ject them.  We  have  a  rejection  ratio  of  something  more  than  20 
percent  in  these  loans  covering  small  houses. 

Mr.  FoLGER.  If  the  F.  H.  A.  should  continue  to  insure  mortgages 
on  existing  structures,  would  such  activities  merely  raid  the  port- 
folios of  existing  private  institutions  and  use  Government  credit  to 
endorse  existing  private  debts? 

Mr.  Daiger.  I  think  we  can  give  a  categorical  "no"  to  that  question, 
Mr.  Folger.  The  best  way  for  me  to  answer  the  question  is  to  show 
you  what  this  volume  of  business  in  insured  mortgages  amounts  to 
m  the  different  categories  of  lending  institutions. 

I  should  like  to  say  that  these  mortgages,  of  course,  originate  with 
the  borrowers  who  want  to  get  a  loan.  The  borrower  goes  to  a  local 
lending  institution,  or  in  some  cases,  perhaps,  to  the  local  correspond- 
ent of  a  life  insurance  company,  and  makes  application,  and  that 
application  is  submitted  to  the  Federal  Housing  Administration  by 
the  lending  institution. 

We  have  at  the  present  time  6,849  lending  institutions  making  loans 
under  title  II.  The  break-down  of  those  institutions  is  this :  There 
are  2,150  national  banks;  there  are  2,551  State  banks;  there  are  1,523 
building  and  loan  associations.  Mr.  Ford  has  said,  as  I  remember, 
that  the  building  and  loan  associations  are  opposed  to  this  procedure 
or  are  not  active  in  it.  There  are  1,523  building  and  loan  associations 
doing  business  with  us.  There  are  229  mortgage  companies:  there 
are  215  insurance  companies;  there  are  131  savings  banks;  and  there 
are  50  micellaneous  institutions. 

We  have  363,906  net  mortgage  loans  accepted  for  insurance  and 
they  aggregate  over  $1,529,000,000. 

Mr.  Ford.  How  much  of  that  is  on  existing  construction? 

Mr.  Daiger.  I  gave  that  information  a  little  while  ago.  Existing 
construction  amounts  to  $650,900,000  and  new  construction  amounts 
to  $878,163,000. 

Mr.  FoLGER.  Is  it  not  true  that  only  10  percent  of  the  mortgages 
held  by  building  and  loan  associations  in  the  United  States  are  in- 
sured by  the  Federal  Housing  Administration  ? 

Mr.  Daiger.  I  am  unable  to  answer  that  offhand. 

Mr.  Ford.  Tell  us  about  loans  on  new  and  old  construction  in  the 

State  of  California.  .  ,    -r^ 

Mr.  Daiger.  There  are  in  California  67,162  borrowers  under  title  II 
and  those  loans  amount  to  $284,527,796.  The  number  of  borrowers  in 
connection  with  new  structures  is  37,233,  and  the  loans  amount  to 
$168,494,226;  the  number  of  borrowers  in  connection  with  old  (struc- 
tures is  29,929 ;  and  the  loans  amount  to  $116,033,570. 

Mr.  Spence.  How  much  of  that  business  is  done  under  section  210? 

Mr.  Daiger.  The  figures  I  have  given,  Mr.  Spence,  for  California 
cover  small-home  mortgages. 

Mr.  Spence.  How  much  business  have  you  done  under  section  210? 

Mr.  Daiger.  As  of  December  31,  1938,  we  had  $3,521,600  of  pre- 
mium-paying mortgages  on  47  projects  under  section  210. 

Mr.  Williams.  Do  the  total  figures  you  have  given,  $878,163,000, 
cover  the  entire  operation  under  title  II,  including  large  structures 
under  sections  207  and  210? 
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Mr.  Daiger.  Under  203  only.    The  figui^  J^^  t?\.2'amiTf 
represents  new  construction  only.     The  f  ^^jf  ^^unfed  tTA^^^^ 
mortgages  accepted,  that  I  gave  a  moment  ago,  ™^^^;^.*.^,^^^^^^^^ 
109,183     That  represents  small-house  financing-section  203  loans  as 
distinguished  from  section  210  ^^;\d  section  207  loans. 

Mr.  Williams.  I  think  it  would  be  helpful  to  give  us  the  amount 
nf  Vmdnpc;^  vou  havc  douc  uuder  sections  207  ana  zw. 

Mr  micEMiat  is  information  I  should  like  you  to  get  from  Dr. 
Fisher  ™\ad  expected  to  have  Dr.  Fisher  address  the  committee 
f„  connection  with  loans  on  existing  construction  and  he  js  li«^  "ow^ 
I  am  sure  the  members  of  the  committee  would  be  glad  to  heai  him 
today  or  at  some  future  date. 

The  Chairman.  Let  us  hear  him  now  ,    , 

Mr.  Fisher.  Under  section  210,  as  of  last  December  31,  we  had 
closed  47  loans  amounting  to  $3,521,600 

Mr.  Spence.  What  have  you  done  under  section  207 « 

Mr.  Fisher.  Under  section  207  as  of  last  December  31,  we  had 
closed  premium-paying  loans  on  91  projects  amounting  to  $o8,J(0, 

550  1     1 

The  Chairman.  Can  you  not  answer  Mr.  Folger  as  to  the  loans 

made  throu<'h  building  and  loan  associations'       ,    ., ,.  , , 

Mr.  fSr.  Is  it  true  that  only  10  pei-cent  of  the  bui  dnig  and  loan 
association  mortgages  have  been  insured  by  the  Federal  Housing  Ad- 

""  Mr!  FiIhI  That  is  an  estimate  of  the  United  States  ^/"^^T^u^"^ 
Loan  League.  We  have  no  means  of  checking  it  We  do  »ot  know 
the  total  TOlume  of  building  and  loan  association  loans  m  the  country 

1       1 

^^Mr'^^Fo^ER.  But  that  is  an  estiniate  of  the  Building  and  Loan  As- 
sociation League  of  America,  is  it  not? 

Mr.  Fisher.  Yes;  that  is  true.  .  ^-  i    •    v      ^i 

Mr  Patman.  That  is  sufficient  to  establish  a  yardstick,  is  it  not^ 

Mr.  Fisher.  We  do  not  quarrel  with  that  figure. 

Mr.  Williams.  Have  you  the  number  of  lending  institutions  that 

have  been  approved?  .       i  i      i  • 

Mr  Fisher.  Yes;  we  have  them  here;  2,150  national  banking  in- 
stitutions have  made  loans  that  were  insured  by  the  F.  H.  A. 

Mr.  Williams.  How  many  national  banks  ^ 

Mr.  Fisher.  2,150. 

Mr.  Williams.  Do  your  figures  cover  voliune  i 

Mr.  Fisher.  Yes.  .         , ,       ,  ^      .        o 

Mr.  Williams.  Have  you  figures  covering  old  and  new  structures! 

Mr.  Fisher.  Yes.  ,.       x 

Mr.  Williams.  That  is  the  information  I  want. 

Mr  Fisher.  2,150  national  banks  have  made  112,389  loans  amount- 
ing to  $459,412,000. 

Mr.  Williams.  That  covers  old  and  new  structures? 

Mr  Fisher  Yes.  Of  that  number,  55,402  were  on  new  homes  in 
the  amount  of  $254,655,000;  and  56,987  loans  were  insured  on  existing 
structures,  amounting  to  $204,728,000,  as  of  last  December  31. 

Mr.  Williams.  What  are  your  figures  for  State  banks  ( 

Mr  Fisher.  State  banks  and  trust  companies  number  2,o51.  1  hey 
have  made  loans  numbering  98,734,  amounting  to  $402,771,000,  of 
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which  46,713  were  on  new  homes  in  an  amount  of  $216,124,000,  and 
62,021  were  on  existing  homes  in  an  amount  of  $186,647,000. 

Mr.  Williams.  What  are  your  figures  for  building  and  loan  asso- 
ciations ? 

Mr.  Fisher.  There  are  1,523  building  and  loan  associations,  for 
which  we  have  insured  51,021  loans  amounting  to  $203,387,000.  Of 
these,  25,864  mortgages  in  an  amount  of  $115,000,000  were  on  new 
homes,  and  25,157  mortgages  in  an  amount  of  $88,347,000  were  on 
old  homes. 

Mr.  Williams.  What  are  your  figures  for  mortgage  companies? 

Mr.  Fisher.  There  are  229  such  companies  for  which  we  have  in- 
sured 50,340  mortgages  in  an  amount  of  $225,146,000.  Of  these  50,430 
mortgages,  32,908  were  on  new  homes  in  the  amount  of  $153,458,000, 
and  17,522  were  on  old  homes  in  tlie  amount  of  $71,688,000. 

Mr.  Williams.  Tell  us  about  insurance  companies. 

Mr.  Fisher.  There  are  215  insurance  companies  for  which  we  have 
insured  27,524  loans  originated  directly  by  them  in  an  amount  of 
$131,389,000.  Of  these  27,524  loans,  13,712  were  on  new  homes  in 
an  amount  of  $71,649,000,  and  13,812  mortgages  Avere  on  existing 
homes  in  the  amount  of  $59,740,000. 

Mr.  Williams.  How  about  savings  banks? 

Mr.  Fisher.  Tliere  are  131  savings  banks,  for  which  we  insured 
10,047  mortgages  in  the  amount  of  $i4,500,000.  Of  those  10,047  mort- 
gages, 4,801  were  on  new  homes  in  an  amount  of  $25,472,000,  and 
5,246  were  on  existing  homes  in  the  amount  of  $19,028,000. 

Mr.  WnxiAMS.  And  you  have  other  institutions  ? 

Mr.  Fisher.  Yes.  There  are  50  other  institutions  classified  as 
•'others." 

Mr.  Williams.  You  have  a  total  of  how  many  lending  institutions 
whose  mortgages  you  insure,  and  what  is  the  total  amount? 

;Mr.  Fisher.  Six  thousand  eight  hundred  and  forty -nine  lending 
institutions,  with  $1,529,109,000  in  premium-paying  mortgages  or 
mortgages  accepted  for  insurance  outstanding  as  of  December  31, 
1938. 

Mr.  WiixiAMS.  Where  has  the  demand  for  refinancing  mortgages 
on  existing  structures  come  from? 

Mr.  Fisher.  From  two  principal  sources.  First,  from  those  whose 
mortgages  are  expiring. 

Mr.  WiLi.iAMs.  For  what  purpose  do  they  want  to  refinance? 

Mr.  Fisher.  They  have  to  do  so  because  they  cannot  pay  off  the 
mortgages.  As  the  mortgages  become  due  they  have  to  be  refinanced 
in  99  cases  out  of  100.  These  applications  for  refinancing  come  to 
the  F.  H.  A.  through  lending  institutions. 

They  want  to  refinance  on  the  terms  available  under  this  act,  a  long 
term,  if  necessary,  and,  if  feasible,  at  low  interest  rate,  and  on  other 
reasonable  terms. 

A  second  source  is  those  who  are  buying  existing  homes  and  have 
to  finance  their  purchase.  They  want  to  finance  the  purcliases  t\o  the 
best  advantage.  If  they  can  get  a  higher  percentage  loan  at  a  lower 
interest  rate,  they  want  it.  When  a  loan  is  insured,  the  higher  per- 
centage loan  and  the  lower  interest  rate  are,  as  a  rule,  easier  to  get. 

Mr.  Williams.  Have  you  any  record  to  show  the  number  of  persons 
who  have  refinanced  an  old  mortgage  for  the  purpose  of  purchasing 
a  new  home  ? 


V 
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t:  S^rAMf  You  do  not  know  1-  -an^^-e  done  that? 

lendiAg  agency  and  not  from  an  nidividual,  does  it  not . 
Mr.  Fisher.  That  is  correct.  ^        j     j  ^jinj, 

lending  institution  m  Wasmngtou.     v  ^    ^ 

several  hundred  cases  to  learn  ^^'^^  ^^^^  ;^^^i"«i  ^m  excess  of 
a  few  where  the  mortgage  that  ^^as  benig  lehn-iw^i  ^^         «- 

existing  indebtedness,  and  in  tl"'ff, ''f^f  ^^^^^^'^^'J  that  exp  ring  mort- 
ments  to  the  Vm^^^y-.'^^^J^^^^^^^^^  was 

gages  were  involved,   ".^'^^yj','',  f;' „"  r^^     Thev  were  not  able  to 
for  the  purpose  of  improving  ^Jf  ,PJ°P"\y„,,i^^^^^  with- 

a  personal  opinion  as  to  that.  ^w.Wu^u  he  based* 

AT,.  -WiTTTAAfs  TTdou  what  would  that  opinion  oe  uabeu. 
Mr  SsHER   Upon  n  V  knowledge  of  the  mortgage  nyarket  through- 

ouUhe^cSy  YS  the  V  of  |"0i;;..|eMhat  P--  n> -/  -^-^ 

"of  OhiH"!:?^-  p^^Sd\ValTexiSn?mftars  "ekl  by  other  than 
tStglSKrassocia^tions  ,u.  of  -,    >,-te„n  ^^  ^ 

"  Mr'^' WiioZTd "you  find  a  tendency  on  the  part  of  mortgage 

^^M    wl™s'  Is  there  any  restriction  on  that  sort  of  operation? 

Mr  FiSH^  I  Jo  Sbe^eve  there  is,  generally  s,)eaki„g  except 
in^l^  So^al  Banking  Act.    I  believe  there  are  some  restrictions 

^"whZT'^fe  t"Sst£ions  that  have  gone  to.  an  aniortized-loan 
busines"  I  am  thinking  of  some  of  the  large  savings  banks  m  New 
Sk  and  irNew  Engfand.  As  rapidly  as  practicable  they  are  con- 
Sng  their  Portfolfos  of  mortgages  into  amortized  loans,  while 
prior  to  1930  they  did  not  do  much  of  that  business. 

Mr.  WiUJAMS.  Are  the  insurance  companies  doing  that^ 
Mr  Fisher.  Yes,  sir;  they  are  changing  over  I'^Pi^ly-    Tjiey  ha  e 
been  for  the  most  part  pushing  the  amortized  rather  than  the  un- 
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Z^s!^"^  '°^"'  ''"'"  ^^^'  ^'*^"  *''«y  ^g^"  to  make  loans  on  small 
lineY'  ^^°^-**'^-  '^^''*'  ^''^  the  mortgage  companies  doing  along  that 

arf doin!f™Tl  ^  ''"'*  "°*  ^^^  'P'?'''''  information  as  to  what  they 
are  doing.    Tlie  mortgage  companies,  speaking  of  the  country  ask 

h  f i;ave"tlmers'  'tw"-  ^'J^'^"^  '^«  ^'""i  "*  loanTfor 'wHch 
amort  zed  T  Zhfwiff  'n?l"des  many  mortgages  that  are  not 
aiiiortizeci.    1  doubt  whether  the  tendency  to  do  an  amortizprl  Innn 

MrwJ!.!Lri,id  To'  "'''^  r'-t^«%«°'"p-'"  aT^hthr 

«ofi  ;.  Yii-LiAMs.  L)id  you  mean  to  infer  that  some  provision  of  thp 

Mr.  Fisher.  Yes:  there  is  as  to  banks. 
Mr.  VV  iLLiAMs.  What  is  it  ? 

of  the  pJo'rV  ™'"  ^'■''"^  '«  *°  •'•^  P<'r-"t  °f  the  appraised  yalue 
Mr.  Williams.  Is  that  a  State  law? 

Mr  rfZt  ^'  r'V^  '■"^^''^J^'^^  to  State  banks. 

Mr  fZT  ^''''  ?bo"t  national  banks  in  that  regard  ? 
nr^^     •     1      ?•  ^'^f^  '®  *  *">"t  upon  tliem.     It  is  50  percent  of  tl,« 
appraised  value  of  real  estate  offeVed  as  security  [reaciing] 

appraised  Tah.e  of  ^the  real  esta  e  offe?eTnf  Jlli  "  "T?*  ®^  P'""<=<""  <"  «>e 
than  10  years,  if  tlie  loan  if «^^f™HT  "^^"'^y  and  for  a  term  not  longer 

or  other^ueh  instnwTuLlCT  the  tX,\r^hT''«"*'r*^^^^^  "^^^  <"  t^"«t. 
are  sufficient  to  amoXze  40  wr  Jnt  or^^^^  •     •  '"^*»"'°'''"  payments 

a  period  of  not  more  than  iryetrs  •mriowh^Z"°'^!P''' "'.^e  loan  within 
strietions  shall  not  nreveut  the  ,in»wni  *  *  »  *  foregoing  limitations  and  re- 
and  Shall  not  apply  to  rlal-estatrSwhi/h^  *"  1""°"  heretofore  made 

of  title  n  of  the  N^ional  Housing  Xet  '  '"'"*''  """^^^  """^  provisions 

60^:rcI\T?i^hiSttd?"'*"^  ''"  ^"  '"'''''''^  '»^"  b'^y""*!  50  or 

Mr.  FiSHEK.  Yes;  with  the  exception  of  the  buildin<r  and  ln.,n 

association  type  of  operation.    In  some  States  ther  "are  tmits  to  the 

£res%;rn":s?^"a?665fiB'""'"?  ^".'  ^°^"  association^'^  Those' 
RolliTt      *  ^    °°'*?^  percent  and  up  to  no  limit  whatever 

Banks,  trust  companies,  and  other  fiduciary  institutions,  except  build 
ing  and  loan  associations,  are  restricted  in  nearly  every  State  to" 

^r  WiCam   V^'  ^f:t  "*  "'^  P''"P^'-*I  '^^''^  ''^  «««"ri  y      *° 
alize  ih^ TwT  *  """""■  °*  ^*''*'  legislation  to  liber- 

Mr.  Fisher.  Yes. 

Mr.  Williams.  In  connection  with  the  mortgages  on  existing-  strim 
tures,  can  yon  say  what  part  of  those  loans  thit  have  beeriSeed 
have  involved  second  mortgages?  lennancea 

Mr.  Fisher.  We  have  not  the  information  as  to  that,  except  tliA 
small  sample  study  we  made  here  in  Washington.  In  that  stud v 
we  found  a  considerable  number  of  second  mortgages.  "^ 
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Mr.  Williams.  In  other  words,  the  parties  who  had  given  those 
mortgages  wanted  to  refinance  in  many  cases. 

Mr.  Fisher.  Yes ;  that  is  true. 

Mr.  Williams.  Do  you  know  in  percentages  to  what  extent  5 

Mr  Fisher.  No.  I  would  not  want  to  even  hazard  a  guess  on  the 
Nation  as  a  whole.  I  think  the  motives  that  prompt  those  borrowers 
are  these :  One  may  have  a  short-term,  5-year  first  mortgage  that  is 
not  amortized  during  the  period  of  the  second  mortgage  which  is 
amortized.  He  faces  refinancing  when  he  has  paid  off  his  second 
mortgage.  He  wants  to  wrap  the  indebtedness  in  one  bundle  and 
make  all  payments  at  one  time  and  over  a  long  period. 

Mr.  Williams.  Have  you  anything  to  show  who  holds  these  sec- 
ond mortgages  as  a  class,  generally  speaking  ? 

Mr  Fisher  We  have  very  little  information  about  that  over  the 
whole  country.  They  are  ta'ken,  as  a  rule,  by  the  seller  of  the  prop- 
erty and  they  are  discounted,  as  we  say,  "in  the  street.  In  other 
words,  they  are  often  purchased  by  individual  purchasers  and  mort- 
ffage  companies  at  a  very  high  discount.  •    „r    i 

It  may  be  of  interest  for  the  committee  to  know  that  here  m  Wash- 
ington recently  I  visited  a  home  that  was  for  sale  for  $12,500.  Ihe 
builder  offered  to  take  $2,500  less  if  the  buyer  would  get  a  F.  H.  A. 
insured  mortgage  and  pay  cash.  He  expected  to  refinance  with  the 
second  mortgage,  which  he  would  have  to  discount  by  20  or  25 

Mr  Williams.  Do  you  know  to  what  extent  that  is  done  ? 

Mr.  Fisher.  No.    We  do  not  have  any  information  on  that  as  to 

the  whole  country.  ^  ^  i        i     .  i 

Mr.  Ford.  When  a  mortgage  is  held  by  a  mortgagee  does  he  take 
the   new   mortgage,  long-term   mortgage,   m  lieu   of   his   original 

"^  Mr''' Fisher.  We  do  not  have  an  exact  record  of  that,  but  I  think 
I  would  not  be  far  off  if  I  said  that  in  a  majority  of  cases  it  is 
rewritten  by  the  same  institution  and  insured  on  a  long-terni  basis. 
We  have  many  cases  in  which  lending  institutions  have  asked  us 
to  come  in  and  examine  their  portfolios  and  insure  the  mortgages 
we  find  to  be  good  insurance  risks,  in  which  case  they  were  willing 
to  rewrite  the  mortj^ages  at  a  lower  rate  of  interest. 

Mr  Williams.  When  you  do  insure  them  at  the  time  they  are  re- 
financed, do  those  institutions  continue  to  hold  those  mortgages  or 
do  they  dispose  of  them  to  the  National  Mortgage  Association  or 

others? 

Mr.  Fisher.  Not  many  of  them  are  sold.  ,         .      ,    .  ^ 

Mr.  Williams.  Those  companies  keep  them  m  their  own  port- 
folios ? 

Mr.  Fisher.  Yes;  that  is  true. 

Mr.  Williams.  Do  you  insure  old  mortgages?  Can  you  do  so  un- 
der  this  law  ?  

Mr.  Fisher.  No,  we  do  not.  I  do  not  believe  we  can.  We  can 
give  a  commitment  to  insure,  but  we  cannot  insure. 

Mr  Williams.  When  you  go  into  an  institution  and  find  a  mort- 
gage that  is  all  right,  do  you  insure  it  without  its  being  rewritten? 

Mr.  Fisher.  No.  The  mortgages  have  to  be  rewritten  on  our  own 
form. 
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Mr.  WnxiAMs.  May  a  mortgagor  give  a  second  mortgage  when 
there  is  an  outstanding  insured  mortgage  ? 

Mr.  Fisher.  Yes.    There  is  no  way  by  which  we  can  prevent  that. 

The  mortgagor  makes  a  representation  to  the  F.  H,  A.  that  at  the 
time  he  is  making  the  mortgage  and  asks  us  to  insure  it  through  a 
lending  agency  or  institution,  there  is  no  standing  indebtedness 
against  the  property  and  he  has  not  incurred  any  other  indebtedness 
in  connection  with  the  property;  but  after  he  has  made  the  mort- 
gage, it  is  insured  and  recorded  and  the  property  is  his  he  can  do 
what  he  wishes  in  connection  with  it. 

Mr.  Williams.  I  do  not  know  about  your  ability  to  write  into  the 
mortgage  that  provision  if  you  wanted  to  do  it. 

Mr.  Fisher.  We  can  make  it  due  and  payable  if  he  puts  on  a  second 
mortgage. 

Mr.  Spence.  To  what  extent  do  you  accept  the  appraisal  of  a  local 
institution  ? 

Mr.  Fisher.  We  ask  for  those  appraisals,  but  we  do  not  show  them 
to  our  examinei-s.  Only  our  chief  underwriter  has  access  to  the  ap- 
praisal of  the  lending  institutions.  We  make  our  own  appraisals, 
and  thereafter  the  chief  underwriter  can  compare  the  appraisals  of 
the  lending  institutions  with  our  own  appraisals. 

Mr.  Spence.  After  all  the  limitations  of  the  law  depend  upon  the 
appraisals,  do  they  not? 

Mr.  Fisher.  Yes.  The  law  specifies  that  it  shall  be  the  Adminis- 
trator's appraisal. 

Mr.  Spence.  You  did  not  give  us  a  break-down  of  the  entire 
mortgage  insurance,  those  on  existing  and  those  on  new  structures. 
Have  you  the  grand  total? 

Mr.  Fisher.  In  connection  with  new  homes  we  have  insured  188,- 
219  loans  in  the  amount  of  $878,163,000;  in  connection  with  existing 
homes  we  have  insured  175,687  loans  in  the  amount  of  $650,945,000. 

Mr.  Spence.  What  is  the  proportion  of  loans  on  existing  building 
to  loans  on  new  buildings? 

Mr.  Fisher.  It  amounts  to  43  percent  by  amount. 

Mr.  Sacks.  What  is  the  percentage  of  arrearages  or  defaults  in 
these  existing  mortgage  loans? 

Mr.  Fisher.  That  we  rewrite  and  insure? 

Mr.  Sacks.  Yes.  What  are  your  defaults  on  existing  mortgage 
loans? 

Mr.  Fisher.  We  do  not  liave  that  record  here.  There  are  some 
cases  in  which  we  have  insured  mortgages  on  existing  construction 
and  a  part  of  the  proceeds  of  the  insured  loans  has  been  used  to  pay 
off  liens. 

Mr.  Sacks.  What  are  your  losses  in  connection  with  that  kind  of 
operation  ? 

Mr.  Fisher.  Our  losses  are  runninjr  about  the  same  as  they  are  in 
connection  with  insuring  loans  on  existing  structures. 

Mr.  Ford.  Whv  is  it  desirable  to  extend  loans  on  existing  homes? 

Mr.  Fisher.  As  I  conceive  it,  the  purposes  of  the  K  H.  A.  are  to 
<*reate  and  maintain  a  sound  mortgage  market  and  to  facilitate  the 
financing  of  home  ownership  on  reasonable  terms  at  reasonable  inter- 
est rates,  and  for  reasonable  lengths  of  time,  so  as  to  enable  pur- 
chasers to  pay  for  their  homes  out  of  the  value  of  living  in  their 
homes,  out  of  the  rent  they  would  be  paying. 
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Many  of  our  citizens  for  many  reasons,  some  of  ^^^^^^^^^^^^^^ 
able  and  necessary,  and  some  by  Pf  f  erence  >  ^^^  ifthr  f  leqiS 
rather  than  construct  one.     One  of  the  reasons  is    ^^^^j^  ^^^^^^^^ 
more  accommodation  can  be  purchased  for  t^^^^f^^/^X^ 

1  WOoTonfe^oW^  by  those  wl.o  o- th^-  a^^^ 

have  to  finance  their  ownership.    If  the  F.  H.  A.  ^^  not  permiuea  to 

continue  to  insure  mortgages  on  existing  construction,  it  appears  to 

m7oL  perfectly  inevitable  that  interest  rates  on  mortgages  on 

ex'sthic^  cons  S^  will  increase  and  it  will  be  impossible  tor  pur- 

Srs'to  fina  ce  the  purchase  of  existing  homes  on  as  liberal  and 

^^i^M  terms  as  tho^e  on  which  they  can  finance  tl^e  cm^^ 

of  new  homes     In  brief,  those  are  the  principal  reasons  v^hj  1 

believrit  irdesim^^    to  continue  to  insure  mortgages  on  existing 

''m^Swn.  Can  you  give  us  the  relative  losses  in  connection  with 
iimnrance  on  existing  and  new  constructions 

""Mr  FisHKR  I  thLk  I  have  that.  The  coin,^nson  I  can  make 
is  not  auite  accurate,  because  for  the  fii-st  2  years  of  our  operations 
Ave  wernaturallY  insuring  many  more  mortgages  covering  existing 
TtniXerthan  Je  were  insuring  mortgages  covering  new  coiistruc- 
t  o  We  have,  therefore,  a  longer  history  m  connection  with  in- 
surance of  Sng  constniction  than  of  new  construction.     Ihere- 

'"TU'^roSw  ImsI^^^^^^^^^^  1-d  been  acquired  by 

thJr  H  A  aiTd  of  tho'se  232  were  sohl,  98  teing  new  construction 
and  134  existing  construction.  .  ,■  ,  -.    i-         t  *u^=o 

in  makin-  aflowances  for  differences  in  age  distribution  of  these 
mortsr^ces  it  ap^ars  that  mortgages  on  new  construction  are  less 
Tt  to  let' into  serious  difficulty  than  are  the  mortgages  on  esistn.g 

tsrufion.  If  mortgages  on  -% -»f  "-t-"  f,,;"  "^.Ts^^s 
difficulty,  they  are  less  apt  to  go  to  foreclosure  than  aie  moitgages 

"YfldTgrfoTnew- construction  are  foreclosed  and  the  proper- 
ties are  tifrt^d  over  to  the  F.  H.  A.,  the  loss  to  the  Mutual  Loan 
InsuraLrFimdi^  likely  to  be  greater  than  would  be  the  case  with 

"' mrf  is'ome  support,  on  the  basis  of  a  study  already  made,  for 
the  o,>  nion  Uiat  moUgag^s  on  new  construction  ha- a  greatei-  c^iance 
for  default  than  mortgages  on  buildings  from  4  to  7  years  old  at 
the  time  the  mortgages  were  placed.  ,    ., ,.       .  ..  -.u 

llr  FoKD.  What  is  the  age  limit  for  a  building  m  connection  with 
which  vou  would  insure  a  loan?        ,„    ,     ,        ,    .,j.  i 

Mr  Fisher  There  is  no  limit.  We  lend  on  building  so  long  as 
it  is  Mieved  that  the  life  of  the  building  is  10  or  15  years  longer  than 
thp  life  of  the  mortgage  on  it.  .         .  .   ,  .j 

MrFoRD  Do  you  take  the  location  of  a  structure  into  considers- 

tion  ? 

\Tt*  T^mwFR     Jl  es 

Mr  Brown  You  always  send  somebody  down  into  my  country 
before  you  make  loans  on  property  ther^-send  them  there  to  make 
investigation  of  the  property  offered  for  security. 

Mr.FisHKR.  Yes;  that  is  the  practice. 


— "^■'"'■'""■"■.'■-^""" 
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Mr.  Brown.  And  your  representatives  talk  to  those  who  know 
somethinfiT  about  the  vahie  of  property  offered  for  security? 

Mr.  Fisher.  Yes.  If  the  members  of  the  committee  would  be 
interested  in  a  description  of  the  method  used  m  investigating  the 
security  offered  for  mortgages,  I  would  be  glad  to  give  it. 

Mr.  Spence.  The  present  law  was  approved  by  the  Federal  Housing 
Administration  when  it  was  adopted,  was  it  not  ? 

Mr.  Fisher.  Yes;  it  was.  ^        .  i    •   •  .    ^-  „„^  +i.« 

Mr.  Spence.  The  Federal  Housing  Administration  sponsored  the 

provisionsof  the  law,  did  it  not?  .  i.  ,„:fU 

Mr.  Fisher.  The  Administrator  said  he  was  m  agreement  with 

^Mr.  Spence.  You  have  changed  your  mind  with  reference  to  the 
provision  that  permits  you  to  insure  loans  on  existing  construction; 
is  that  not  right?  ,   . 

Mr.  Fisher.  Yes;  the  Administrator  said  so.  i  xj     e 

Mr.  Spence.  Is  that  true  of  all  connected  with  the  Federal  Hous- 
ing Administration?  T     -n  i^l.«f 

Mr  Fisher.  It  is  difficult  to  answer  that  question.  I  will  say  that 
I  myself  have  not  changed  my  opinion  as  to  that  matter  1  have 
always  felt,  and  still  feel  as  an  individual,  that  we  should  insure 
existing  construction.    That  is,  though,  my  personal  opinion. 

Mr  Spence.  Was  there  an  effort  at  the  time  this  existing  law  was 
adopted  to  make  an  exception  of  insurance  on  existing  structures  i 

Mr  Daiger.  May  I  answer  that  question  1 

Mr  dS.  SomeS  in  the  latter  pait  of  1937  the  President 
appointed  a  special  committee,  of  which  Mr.  Eccles  was  chairman, 
to  make  proposals  for  new  housing  legislation  m  the  light  ot  the 
very  severely  depressed  condition  of  business  at  that  time. 

Mr  Spence.  Who  else  composed  that  committee? 

Mr  Daiger.  I  think  the  committee  had  six  or  seven  members. 
Mr.  Eccles  was  chairman ;  the  other  members  were  General  Wood, 
of  Sears,  Roebuck  &  Co.;  Sloan  Colt,  of  the  Bankers'  Trust  Co  ; 
Henry  Turner,  of  the  Turner  Construction  Co. ;  Dr.  Lubm,  of  the 
Department  of  Labor;  Edward  McGrady,  former  Assistant  Secre- 
tary of  Labor ;  and  myself.  j      i       ^ 

the  housing  program  brought  to  you  last  year  was  developed 
by  that  committee  and  was  presented  by  Mr  Eccles.  . 

I  think  I  ought  to  say  that  there  was  withm  the  Federal  Housing 
Administration  a  great  deal  of  doubt  as  to  the  advisability  of  this 
recommendation  that  was  made  with  respect  to  existing  construction. 
I  think  it  would  also  be  fair  to  say  that  the  recommendation  grew 
out  of  what  was,  in  my  opinion  at  least,  a  mistaken  notion  as  to 
how  to  stress  the  importance  of  stimulating  new  construction 

Therefore  I  would  say  that  the  support  which  came  from  the 
F  H  A  f or  this  limitation  on  existing  construction  last  year  was 
one  of  cooperation  with  a  committee  report  rather  than  of  agree- 
ment with  all  its  provisions.  .  ,  .  i.^  q 
Mr.  Spence.  What  was  the  name  of  that  committee  ( 
Mr  Daiger.  It  was  an  informal  committee.  The  President  has 
from 'time  to  time,  beginning  in  1934  when  he  appointed  a  housing 
committee  under  the  chairmanship  of  Mr.  Frank  C.  Walker,  whose 
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committee  developed  the  original  housing  act,  set  up  such  informal 

""""MrSpENCE.  AVas  that  committee  to  study  this  question  exclusively 

'''mV^S''^'^^^  t^cisider  means  of  stimulating  new  con- 
struction, and  partfcularly  means  of  stimulating  ^^^^J^J^l^ 
fhp  rPTital  housinir  field,  on  which  much  stress  was  placed  in  last 
Ws  Csl^^^^^^^^^  first  important  consideration  was  a  reduction 

fn  the  fin^^^^^^^^^^^  Secondly,  the  thought  was  to  find  a  way  to 

meet  the  needs  of  people  who  occupy  rented  houses. 

Mr  Spence.  Did  that  committee  make  a  written  report? 

Mr  Daiger.  The  recommendations  of  the  committee  were  embodied 
in  the  President's  housing  message  to  the  special  session  of  Con- 
gress.   It  was  the  special  message  of  November  27,  1937. 

Mr.  Spence.  Did  the  committee  make  a  written  report  ( 

Mr  Daiger.  My  recollection  is  that  a  written  report  ^yas  made  to 
the  President  and  the  President  adopted  certain  suggestions  m  the 
report  and  incorporated  them  in  his  special  message. 

Mr.  Spence.  Was  your  report  printed?  ^ 

Mr.  Daiger.  The  President's  message  was  printed. 

Mr.  Spence.  Was  your  report  printed? 

Mr.  Daiger.  It  was  not.  .,  , ,    .    xi  -4^*^  «9 

Mr  Spence.  Is  a  copy  of  the  report  available  to  the  committee? 

Mr'  Daiger.  The  report  was  made  to  the  President.  1  can  say,  as 
the  result  of  my  work  on  the  committee  and  speaking  from  my  recol- 
lection of  the  contents  of  the  President's  special  message,  that  theTe 
was  no  substantial  variation  in  the  recommendations  made  in  the 
report  and  in  the  President's  special  message. 

That  particular  committee  was  appointed  with  reference  to  a  con- 
dition  in  industrial  activity  and  employment  that  existed  m  the 
latter  part  of  1937,  and  it  dealt  with  means  of  coping  with  the  in- 
dustrial unemployment  condition  through  the  use,  as  far  as  possible, 
of  existing  mortgage  financing  machinery.  ,. ,  ^,    .  u 

Mr  Spence.  How  much  consideration,  if  any,  did  that  commit- 
tee give  to  the  continuation  of  this  particular  provision  of  the  law— 

the  F.  H.  A.  Act ?  ,      ^,  ... 

Mr.  Daiger.  I  think  it  would  be  fair  to  say  that  the  committee  gave 
relatively  little  consideration  to  a  continuation  of  that  provision,  i 
might  add  that  there  was  not  2l  unanimity  of  opinion  m  the  com- 
mittee on  that  point.  ,     ^i  •  j«+-^«9 

Mr  Spence.  Did  not  the  President  make  this  recommendation  f 

Mr*.  Daiger.  I  do  not  think  he  recommended  it  I  think  the  Presi- 
dent suggested  that  the  Congress  might  consider  the  advisability  of  it. 

Mr.  Patman.  The  advisability  of  what? 

Mr.  Daiger.  My  recollection  of  that  part  of  the  President  s  message 

Mr  Spence.  I  believe  he  recommended  that  it  be  not  continued. 

Did  the  report  of  the  committee  have  any  influence  upon  the 
President's  view  in  regard  to  the  continuance  of  this  particular  pro- 
vision of  the  Federal  Housing  Act  ?      ,    ^  ^,     ^      .J     ^,  .. 

Mr.  Daiger.  I  would  rather  read  what  the  President  s  message  it- 
self says  about  that.    Here  it  is : 

In  connection  with  these  changes.  I  would  suggest  that  the  Congress  eventually 
limit  the  insurance  of  mortgages  to  houses  on  which  the  application  for  mortgage 
insurance  is  approved  prior  to  the  beginning  of  construction. 
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The  proposal  for  a  July  1,  1939,  elate  was- 
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Mr.  Spence.  If  you  strike  out  this  date  you  would  leave  a  perma- 
nent policy  of  the  Government  to  contimie  to  insure  mort^aj^es  on 
existing  construction? 

Mr.  Daiger.  Yes ;  that  is  true. 

Mr.  Spence.  And  that  Avould  be  contra ly  to  the  views  expressed 
by  the  President  and  Mr.  McDonald,  would  it  not? 

Mr.  Daiger.  Yes;  it  doubtless  would. 

Mr.  Spexce.  Mr.  McDonald  says  he  wants  this  provision  continued, 
but  when  this  act  was  adopted  he  had  a  different  view.  What,  if  you 
know,  caused  the  change  in  his  views  ? 

Mr.  Ford.  When  the  Federal  Housinjr  Administration  was  created 
was  it  not  with  the  idea  of  stimulating  new  construction  and  thereby 
decreasing  unemployment  by  causing  increased  production  of  build- 
inor  materials,  and  so  forth,  which  would  require  more  workers.  Was 
not  that  the  prime  purpose  of  the  act  ? 

Mr.  Daiger.  I  can  speak  with  some  familiarity  with  that,  because 
I  was  associated  with  the  orifjinal  committee  and  worked  with  the 
House  committee  here  in  connection  with  the  legislation. 

The  legislation  was  not  at  any  time  ])rojected  as  something  to  deal 
solely  w4th  the  question  of  industrial  activity  ami  luiemployment  in 
the  building  field.  It  was  projected  in  the  midst  of  a  severe  depression 
in  the  mortgage  market  and  at  a  time  when  it  was  virtually  impos- 
sible to  obtain  mortgage  financing  and  at  a  time  when  the  activities 
of  the  Home  Owners'  Loan  Coqwration  Aveie  nearing  an  end.  We 
were  undertaking  to  find  means  not  only  of  reviving  the  financing  of 
mortgages  but  also  of  eliminating  the  abuses  and  the  excesses  that 
had  led  to  the  mortgage  situation  with  which  we  were  confronted. 
So  that  what  was  done  essentially  was  to  develop  in  this  legislation 
a  new  system  of  mortgage  financing. 

Mr.  Spence.  Was  the  committee  unanimous  in  its  opinion? 

Mr.  Daiger.  Do  you  refer  to  the  committee  of  1937  ? 

Mr.  Spence.  Yes;  the  committee  of  1937.  Did  that  connnittee  have 
a  unanimous  opinion  ? 

Mr.  Daiger.  It  did  not. 

Mr.  Spence.  The  members  of  that  committee  did  not  agree? 

Mr.  Daiger.  They  did  not. 

Mr.  Spence.  Who  entertained  different  views? 

Mr.  Daiger.  Mr.  Si>ence,  I  should  rather  not  go  into  that,  if 

Mr.  Patman.  You  are  iufiuiring  into  how  the  President's  commit- 
tee stood  in  this  matter.  The  President  appointed  this  committee  to 
i-eiwrt  to  him  alone.  No  doubt  this  involves  ])ersonal  and  confiden- 
tial matter  that  the  witness  should  not  divulge.  This  is,  however, 
only  a  suggestion,  and  if  Mr.  Spence  insists  ui)on  an  answer  to  his 
question,  I  shall  not  object. 

The  Chairman.  I  suggest  that  the  gentleman  get  a  copy  of  that 
record  and  show  it  to  Mr.  Spence. 

Mr.  Patman.  As  I  understand,  the  President  a))pointed  this  ini- 
official  committee  to  act  for  him,  to  do  what  he  did  not  have  time 
to  do;  and  I  consider  such  a  report  to  the  President  personal  and 
confidential. 

Mr.  Spence.  If  you  feel  that  answering  would  l)etray  a  trust,  I  do- 
not  want  you  to  answer. 
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Mr.  Daiger.  The  only  thing  I  might  betray  would  be  my  own 

recollection. 

Mr.  Ford.  The   message   suggested  the   limitation   of  money   on 

existing  mortgages,  did  it  not  ? 

Mr.  Daiger.  It  did. 

Mr.  Patman.  The  question  goes  to  the  matter  of  how  (litterent 
members  of  the  President's  own  committee  stood.  Tliat  is  what  I 
have  in  mind;  and  I  am  not  objecting  to  Mr.  Spence's  question. 

Mr.  W^iLLiAMs.  Is  the  report  of  your  committee  available:  can  we 

get  a  copy  of  it  ?  .i    .  ^     t  ^i     ^ 

Mr  D4IGER.  The  i-eport,  as  I  have  said,  was  one  that  took  the  form 
of  a  memorandum,  which  Mr.  Eccles  and  other  members  of  the  com- 
mittee had  before  them  when  they  discussed  this  mutter  verbally  with 
the  President.  There  was  no  formal  report,  as  I  recall,  made  to  the 
President.    A  copy  of  that  memorandum,  I  think,  was  left  with  the 

President.  .  •  i      .  i  •         x^     . 

Mr  Williams.  How  long  did  your  committee  consider  this  matter^ 

Mr.  DviGER.  I  do  not  recall.  Pi-obably  it  was  a  matter  of  several 
weeks;  but  all  the  members  of  that  committee  had  some  real  famili- 
arity with  the  questions  they  were  dealing  with;  and  some  of  the 
members  of  that  committee,  as  you  know,  had  been  associated  with 
this  legislation  from  the  outset  in  1934. 

Mr.  Williams.  Did  your  committee  hold  hearings? 

Mr   Dmger.  No;  this  was  a  very  informal  committee. 

Mr.  Williams.  You  did  not  call  anybody  before  the  committee 
to  o-ive  his  views  on  the  question  involved  ? 

Mr.  Daiger.  No;  we  did  not.  The  President  asked  for  the  sug- 
gestions of  that  group.  .  i.  -rx    r^    t      r^    i 

Mr.  Patman.  This  law  permits  refinancing  of  H.  ().  J^.  C.  loans, 
does  it  not?  In  other  words,  if  I  were  to  purchase  a  house  having  a 
H.  O.  L.  C.  loan,  you  could  arrange  to  insure  that  loan,  could  you  not  ? 

Mr.  DaigSir.  Yes;  if  it  w^ere  otherwise  eligible. 

Mr.  Williams.  But  you  do  not  do  that,  do  you? 

Mr.  Daiger.  Yes;  I  believe  that  we  occasionally  do. 

Mr.  Patman.  To  what  extent  do  you  do  that? 

Mr.  ,Daiger.  I  could  not  tell  you.  I  believe  that  if  one  of  these 
houses  is  sold  to  a  new^  buyer,  a  house  on  which  the  H.  O.  L.  C. 

has  a  foreclosure,  the ^    i  i.  i 

Mr.  Patman.  Yes.  In  my  home-town  newspaper  I  find  frequently 
a  notice  that  Home  Owners'  Loan  Corporation  houses  of  such  a 
description  there  are  for  sale.  These  agents  are  selected  by  the 
Home  Owners'  Loan  Corporation  to  sell  these  houses  upon  which  the 
Corporation  has  foreclosed.  The  purchaser  of  one  of  these  houses,  if 
he  makes  a  sufficient  payment  and  the  loan  is  otherwise  eligible,  it 
may  be  insured  like  other  loans;  is  that  right? 

IVIr.  Daiger.  Yes. 

Mr.  Williams.  Is  it  not  a  fact  that  the  Home  Owners'  Loan  Cor- 
poration finances  its  own  program? 

Mr.  Patman.  It  has  desirable  terms  of  its  own? 

Mr.  Daiger.  Yes;  of  its  own. 

Mr.  Williams.  The  Home  Owners'  Loan  Corporation  has  as  good 
terms,  if  not  better  terms,  as  the  Federal  Housing  Administration. 

Mr.  Daiger.  I  do  not  know  its  terms. 
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Mr.  Williams.  To  what  extent  has  the  Federal  Housing  Adminis- 
tration insured  Home  Owners'  Loan  C(>ri)oration  mort«i:af];es ? 

Mr.  Daiger.  I  doubt  that  our  records  would  show  that — that  is, 
if  you  are  referring  to  properties  sold  by  the  H.  O.  L.  C.  and  financed 
elsewhere  by  the  new  owners. 

Mr.  WiLLL4Ms.  Can  you  not  give  us  that  information? 

Mr.  Daiger.  I  am  sorry,  but  I  cannot. 

Mr.  WiixiAMS.  Does  anybody  in  your  organization  know  the  an- 
swer to  my  question  ? 

Mr.  Daiger.  I  could  inquire  about  it  for  you.  I  should  like  to 
point  out,  however,  that  you  are  referring  to  a  relatively  insignificant 
number  of  properties.  The  situation  with  reference  to  properties 
sold  by  the  H.  O.  L.  C.  is  that,  if  the  H.  O.  L.  C.  terms  are  more 
favorable  than  those  offered  under  the  National  Housing  Act,  F.  H.  A. 
insurance  would  not  be  sought.  The  situation  would  be  comparable 
to  that  of  farmei-s  who  would  go  to  the  Federal  land  banks  for 
loans  rather  than  to  some  other  source  as  long  as  more  favorable 
terms  were  available  through  the  Federal  land  banks. 

The  Chairman.  Without  objection,  the  committee  will  adjourn  to 
meet  at  10 :  30  tomorrow  morning. 

(Thereupon  at  1  p.  m.,  Tuesday,  February  28,  1939,  the  committee 
adjourned,  to  meet  at  10: 30  a.  m.,  Wednesday,  March  1,  1939.) 
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WEDNESDAY,  MARCH  1,  1939 

House  op  Representatives, 
Committee  on  Banking  and  Currency, 

Washington^  D,  C, 

The  committee  met  at  10 :  30  a.  m.,  Hon.  Henry  B.  Steagall  (chair- 
man) presiding. 

Present :  Messrs.  Steagall,  WiUiams,  Spence,  Ford,  Brown,  Patman, 
Barry,  Gore,  Mills,  Martin,  Folger,  Hull,  Wolcott,  Gifford,  Luce, 
Crawford,  Gamble,  Simpson,  Johnson,  Kean,  Sumner,  Miller. 

The  Chairman.  The  committee  will  be  in  order. 

STATEMENT  OF  BR.  ERNEST  M.  FISHER,  ECONOMIC  ADVISER,  AND 
ABNER  H.  FERGUSON,  GENERAL  COUNSEL,  FEDERAL  HOUSING 
ADMINISTRATION 

Mr.  Crawford.  Mr.  Chairman,  I  would  like  to  ask  Dr.  Fisher  a 
question,  if  I  may.  Dr.  Fisher,  I  received  in  the  mail  this  morning 
a  statement  of  the  Federal  National  Mortgage  Association,  dated 
December  31,  1938.  It  sliows  mortgages  insured  under  the  Housing 
Act,  $80,210,947;  notes  due.  May  16,  1943,  $29,748,000;  notes  payable 
to  R.  F.  C.  $38,710,000. 

In  looking  over  what  I  understand  is  your  answer  to  the  brief  sub- 
mitted by  the  Building  and  Loan  League,  on  page  2,  under  paragraph 
3,  I  find  this  language: 

It  should  be  noted  that  the  Federal  National  Mortgage  Association,  is  no 
longer  operating  on  Government  capital,  but  is  borrowing  its  funds  from  private 
sources  in  the  market,  just  as  the  Federal  home  loan  banks  are. 

The  question  I  want  to  ask  is,  are  those  2  percent,  series  A  notes 
guaranteed  by  the  Government  in  principal  and  interest? 

Mr.  Fisher.  No,  sir ;  our  general  counsel  says  not. 

Mr.  Ferguson.  Not  in  any  respect? 

Mr.  Fisher.  They  are  obligations  of  the  National  Mortgage  As- 
sociation. 

Mr.  Ferguson.  Tlie  act  provides  that  the  National  Mortgage  Asso- 
ciation may  issue  notes,  bonds,  or  other  debentures  to  the  extent  of 
its  insured  mortgages.  It  cannot  have  outstanding  debentures  in 
excess  of  the  amount  of  the  insured  mortgages  it  holds,  but  those 
debentures  are  in  no  way  guaranteed  by  the  Government. 

Mr.  Crawford.  Now,  with  reference  to  the  notes  payable  by  the 
Federal  Mortgage  Association  to  the  R.  F.  C,  amounting  to  $38,710,- 
000  as  of  December  31,  is  any  of  the  paper  issued  by  R.  F.  C.  for 
the  purpose  of  i*aising  that  $38,710,000  guaranteed  in  any  way  by  the 
Federal  Government  as  to  principal  and  interest  ? 
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Mr.  Ferguson.  I  would  say  this,  Mr.  Crawford,  I  am  not  familiar 
with  the  balance  sheet,  and  of  course  I  am  not  familiar  with  all 
the  details  of  the  management  of  the  Federal  National  Mort<ra<re 
Association  but  I  do  know  this,  that  they  put  out  an  issue  of'' de- 
benture of  $29,000,000,  which  they  sold  in  the  open  market  at  2 
percent.  Now,  they  have  begun  to  accumulate  mortgages.  They 
would  just  carry  an  open  running  account  with  the  K.  F.  C.  temporar- 
ily until  they  would  get  enough  of  those  mortgages  on  hand  to 
justify  the  issuance  of  another  series  of  debentures.  They  did  on 
either  January  1,  or  February  1,  ask  for  subscriptions  to  a  second 
issue  of  debentures  of  $50,000,000,  and  that  issue  was  oversubscribed 
27  times  at  an  interest  rate  of  1%  percent  per  year,  5-year  debentures 
and  I  assume— and  this  is  just  an  assumption— that  that  item  of 
$29,000,000  in  there  was  taken  up  by  these  debentures.  I  am  quite 
sure  it  was  simply  a  temporary  transaction. 

Mr.  Crawford.  Then  the  security  back  of  series  A  notes,  2  per- 
cejit  in  the  fii-st  case,  and  1%  the*^  second  issue,  arc  the  moi-to-ajres 
which  the  National  Mortgage  Association  holds'^  ^ 

Mr.  Ferguson.  That  is  right. 

Mr.  Ford.  They  are  not  obligations  of  the  Government? 

Mr.  Feegusox.  No;  and  I  understand  the  onlv  interest  that  the 
Croveniment  has  in  them  is  that  thev  are  backed  by'insured  mort<rao-es 
but  there  is  no  guaranty  of  these  debentures  at  all,  and  the'' only 
interest  the  Government  has  is  that  the  Government  insures  the 
security  for  the  debentures  under  the  insurance  division. 

Mr  Ford.  In  other  words,  then,  that  mechanism  enables  the  Na- 
tional Mortgage  Association  to  borrow  money  on  5-year  paper  is 
It,  at  1%  percent? 

Mr.  Ferguson.  That  is  right. 

Mr.  Ford.  About  the  same  interest  basis  as  the  Federal  Treasury 
can  borrow  money  ? 

Mr.  Ferguson.  Tliat  is  right. 

Mr.  Patman.  If  this  law  were  to  be  passed  taxing  all  Federal 
securities,  what  would  be  its  effect  on  this  interest  rate? 

Mr.  Ferguson.  It  would  be  directly  reflected  in  the  sales  price  of 
the  bonds,  I  would  say— of  the  debentures.  They  are  tax  exempt 
now.  ^ 

Mr  Patman.  Well,  if  the  bond  is  held  in  New  York,  the  tax  rate 
would  be  a  certain  amount;  if  it  is  held  in  Arizona  or  Texas  or  Cali- 
fornia, it  is  a  different  matter. 

The  Chairman.  Not  only  is  that  true,  but  in  fixing  the  interest 
rate  they  would  not  only  have  to  calculate  existing  rates  of  taxa- 
tion, but  they  would  have  to  anticipate  possible  changes  in  the  taxa- 
tion rate,  and  also,  of  course,  it  would  involve  the  expense  of  admin- 
istration, so  that  when  the  Govemment  got  through  it  would  be  the 
loser  by  any  possible  operation  that  could  be  had  in  taxing  these 
securities.    That  is  where  we  would  land. 

Mr.  Patman.  The  best  way  would  be  for  the  Federal  Government 
to  issue  stock  m  the  Federal  Reserve  banks  and  buy  up  all  these 
securities ;  then  there  would  be  no  question  about  it. 
T^^^^  Chairman.  Does  anyone  desire  to  ask  any  further  questions? 
If  Dr.  h  isher  desires  to  say  anything  further  we  shall  be  glad  to 
hear  him. 
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Mr.  Barry.  I  would  like  to  ask  Dr.  Fisher  this  question:  under 
existing  law  can  the  Federal  Housing  Administration  insure  mort- 
gages on  properties  that  have  been  acquired  by  the  Home  Owners' 
Loan  Corporation  and  then  resold? 

Mr.  Fisher.  There  is  nothing  in  the  law  to  prevent  that. 

Mr.  Barry.  Do  you  know  if  that  has  ever  been  done  ? 

Mr.  Fisher.  I  do  not  know  of  any  case  in  which  it  has  been  done, 
but  I  have  every  reason  to  believe  that  there  have  been  a  few  cases. 
I  do  not  think  they  have  been  very  numerous. 

Mr.  Barry.  I  mean  under  the  act  the  amortization  period  is  about 
15  years,  and  I  think  that  by  implication  that  corporation  might 
place  mortgages  that  do  not  amortize  in  15  years.     I  do  not  know. 

Mr.  Fisher.  The  H.  O.  L.  C.  can  offer  practically  as  long  a  term, 
not  quite  as  long  a  term,  as  the  20  years  permitted  under  our  act, 
but  of  course  can  offer  any  interest  rate,  I  presume,  that  they  wish 
on  an  obligation  which  they  take  in  return  for  the  sale  of  the  prop- 
erty. So  there  would  be  few  cases  in  which  it  would  be  advanta- 
geous to  the  borrower  to  get  an  insured  mortgage.  There  might  be  a 
case  where  he  could  get  a  lower  interest  rate  from  a  lending  institu- 
tion in  some  areas  of  the  country.  He  might  get  a  4i/^  percent  inter- 
est rate  from  the  lending  institution,  but  I  think  there  are  not  many 
cases  where  we  have  insured  mortgages  on  properties  that  have  been 
foreclosed  by  the  H.  O.  L.  C.  and  later  sold  to  another  home  pur- 
chaser. But  I  feel  sure  that  if  we  went  through  the  whole  record 
we  would  find  some. 

The  Chairman.  Let  me  ask  you.  Dr.  Fisher,  are  we  to  understand 
from  your  statement  that  the  H.  O.  L.  C.  has  a  free  hand  in  the 
matter  of  interest  rates  in  negotiating  the  sale  of  property  acquired 
by  foreclosure^     That  is  true,  is  it  not? 

Mr.  Fisher.  I  take  it  that  they  have. 

The  Chairman.  They  are  not  in  any  way  bound  by  the  limitations 
of  the  law  which  is  applicable  to  loans? 

Mr.  Fisher.  That  is  right.    That  is  my  understanding  of  it. 

Mr.  Ford.  They  buy  them  at  10  percent  down,  leaving  a  90-percent 
loan? 

Mr.  Fisher.  They  can  take  back  a  land  contract  or  any  contract 
for  deed,  as  I  understand  it,  with  5  percent  down  or  10  percent  down. 

Mr.  Ford.  Any  amount? 

Mr.  Fisher.  They  can  dispose  of  the  property,  I  take  it,  as  we  can 
properties  that  we  have  taken  over  under  such  terms  as  seem  to  be 
desirable  to  the  board. 

Mr.  Ford.  They  would  make  a  contract  where  there  is  reasonable 
assurance  of  paying  out,  I  take  it  ? 

Mr.  Fisher.  Yes. 

Mr.  Miller.  In  connection  with  the  1  percent  premium  you  were 
discussing  on  modernization  loans,  I  have  had  quite  a  few  letters 
from  building  and  loan  associations  and^  banks  and  some  real-estate 
men,  all  seeming  to  feel  that  1  percent  would  make  the  amortization 
loan  unattractive.  Perhaps  you  have  commented  on  that  in  one  of 
the  hearings  that  I  missed;  if  not,  I  would  like  to  hear  what  you 
have  to  say  about  it. 

Mr.  Fisher.  We  have  discussed  it,  Mr.  Congressman,  in  some  of 
the  hearings.    The  current  discount  rate  which  we  permit  on  notes 
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insured  under  title  I  is  $5  per  hundi-ed  on  a  1-year  note,  which  makes 
an  effective  annual  interest  rate  of  9.72  percent.  If  we  were  instructed 
to  charge  1  percent  per  annum  on  the  proceeds  of  the  note,  it  would 
reduce  the  effective  interest  rate  to  about  7.8.  We  believe  that  they 
would  still  be  veiy  attractive  to  lending  institutions  at  this  rate. 

Mr.  Miller.  They  would  be  less  attractive  to  the  lending  agency 
than  to  the  borrower. 

Mr.  Fisher.  Correct.  I  believe  that  with  many  lending  institu- 
tions they  would  still  be  attractive;  in  fact,  we  have  discussed  the 
ques^tion  of  premium  rate  with  many  of  the  lending  institutions,  and 
we  have  not  yet  met  any  very  strong  opposition  to  it.  They  would 
prefer,  I  think,  naturally,  to  have  the  free  ride. 

Mr.  Ford.  However,  when  we  come  to  consider  that,  I  wish  that  Mr. 
Fisher  or  somebody  would  put  into  the  record  just  what  safeguards 
they  are  going  to  through  around  title  I,  if  it  is  enacted. 

Mr.  Fisher.  Well,  I  would  have  to  ask  the  Administrator  to  pre- 
pare a  statement  giving  you  that  information. 

Mr.  Ford.  I  would  like  to  have  that. 

Mr.  Miller.  To  keep  dogs  and  cats  out. 

Mr.  Ford.  To  stop  jerry  building. 

Mr.  WoLcoTT.  What  do  you  mean  by  that,  Mr.  Ford,  "jerry  build- 
ing"? 

Mr.  Ford.  Well,  if  a  contractor  ffoes  out  and  buys  some  lots  for 
a  few  hundred  dollars  and  gets  some  fellow  that  wants  to  build  a 
little  house,  he  puts  up  a  $2,000  house  on  it  and  puts  in  the  lot  at 
$800  and  borrows  $2,500  on  the  property.  Then  he  is  clear.  He  puts 
this  fellow  in  the  house  on  a  small  payment  down,  $25  or  $50,  what- 
ever the  fellow  has  got,  and  he  takes  a  second  mortgage  for  the 
difference  between  the  loan  and  the  selling  price.  He  builds  a 
shabby  house  because  there  is  no  inspection  or  regulation.  Now,  if 
the  F.  H.  A.  is  going  to  charge  a  premium  on  this  loan  I  think  they 
ought  to  also  exercise  at  least  a  minimum  of  inspection  to  see  that 
this  building  is  built  m  accordance  with  sound  construction  princi- 
ples and  that  they  exercise  some  discretion  as  to  its  location  and  the 
character  of  the  improvements. 

Jerry  building  is  merely  putting  a  lot  of  cement  and  steel  wire 
and  second-class  lumber  together  and  making  it  look  like  a  house 

Mr  Kean.  May  I  ask  a  question  on  title  I?  I  notice  in  title  I 
that  the  figures  put  m  the  committee  print  of  the  proposed  amend- 
ment names  the  date  February  3,  1938,  as  the  date  upon  which  the 
amount  of  reserve  should  become  cumulative.  If  we  are  renewing 
this  act,  IS  there  any  reason  why  we  should  give  the  benefit  to  the 
bank  of  having  it  cumulative  back  to  February  1,  1938 «  Could  we 
not  make  it  some  date  about  the  present,  and  not  give  them  that 
additional  cumulative  feature? 
Mr.  FERcrsoN.  You  mean  on  the  insurance  reserves^ 
Mr.  Kean.  Yes. 

Mr.  Ferouso]^  That  is  clearly  a  question  of  policy.  Of  course,  we 
do  have  this  difficulty  about  it,  that  we  already  have  three  separate 
sets  of  reserves  on  different  classes  of  loans,  and  it  does  create  quite 
an  accounting  problem  to  consider  them  all.  Of  course,  it  depends 
on  the  viewpoint.  If  you  want  to  substantially  encoura<Te  these 
loans,  then  you  are  going  to  do  that  by  permitting  the  lending  insti- 
tutions to  utilize  their  reserve  ali-eady  built  up  over  the  pas^  year 
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Tf  V011  do  not  want  to  encourage  it,  if  you  just  want  to  let  it 
fighlL  wVtUugh,  then  the  thing  to  do  would  ^^  ^o  stait  a  new 
reserve  where  they  would  have  notlung  to  build  up.  In  otheijvoids, 
W  is  what  I  mLn  by  that.  If  a  bank  has  made,  during  1938,  or 
^n"  lasrFebr,rarT$100,000  of  these  loans,  they  Invve  wh.a  we  eaU 
»  "resorve"  of  SilO  000.  That  means  that  we  pay  their  losses  in  fuU 
1  to  $10000  It  is  not  10  percent  of  each  loan;  it  i^s  10  percent  of 
an  tLloaii  business  Now,  that  bank  would  be  much  more  anxious 
to  .0  into  new  loans  from  now  on  if  it  could  charge  its  losses  on  its 
n^rCs,  as  weTas  its  old  loans,  to  the  mOOO.  «  >*  b-Ws^..p  a 
new  reserVe  it  would  have  to  build  up  another  $100,000  betoie  it 
has  that  fund.    That  is  the  only  point.  ,v..f  T  Ivivp  -,  trood 

Mr  Kean.  My  purpose  in  suggesting  that  is  that  I  have  a  good 
deal  of  sympathy  with  Mr.  McDonald's  statement  that  he  has  gotten 
to  the  position  now  where  he  wants  to  encoui-age  the  banks^to  make 
loans  without  guarantee;  therefore,  I  think  your  1-percent  charge, 
XrcCnaiiig  this  date  to,  perhaps,  March  1,  1939,  or  sometime 
So  md  no^w  m^Jht  make  it  a  little'  more  difficult  for  the  stnmg 
ban™,  and  migU  make  a  strong  bank  feel  that  they  wisli  to  make 

their  loans  themselves.  ,   i    ,  .        i    .  ,   #^^ 

Mr.  F^mousoN.  I  think  there  is  a  good  deal  in  what  you  say,  for 
this  reason:  I  think  a  majority  of  the  banks  who  have  operated 
under  title  I,  and  who  never  have  made  these  long  installment  loai  h 
before  that,  would  not  continue  to  make  them  if  they  cx^uld  do  it 
under  the  State  law.  The  national  banks  could  not  make  these  loans 
now  without  the  insurance,  and  there  are  complications  in  tbe  btate 
laws  in  practically  every  State  in  the  Union  in  connection  with  the 
limit  of  the  amount,  the  length  of  time  for  which  they  can  make  such 
loans,  the  rate  of  interest  they  can  charge,  and  many  other  consid- 
erations which  make  this  type  of  loan  impracticable  to  them  under 
present  loans.  At  the  present  time  there  is  enabling  legislation  in 
every  State  in  the  Union  which  permits  them  to  make  these  loans 
only  if  they  are  F.  H.  A.  insured  loans.  .        .? 

Mr.  Kean.  Would  you  have  any  objection  to  such  an  amendment  ? 

Mr.  Ferguson.  I  would  not ;  no. 

Mr.  Miller.  Along  the  line  of  that  same  amendment,  may  1  ask, 

on  page  2,  starting  with  line  3-^-  ,  ,-,i  t      ^i.  ..q 

Mr  Ferguson.  Would  you  wait  a  moment  till  I  get  that? 

Mr  Miller.  I  do  not  think  you  really  need  it.  I  am  not  going  into 
details,  but  simply  the  disaster  loans,  if  you  want  to  call  them  that, 
is  that  going  to  be  overlapping  in  any  way?  ,         ,      ,, 

Mr.  Ferguson.  No  ;  what  that  does— you  remember  after  the  serious 
floods  of  2  or  3  years  ago  there  was  an  act  passed  authorizing  the 
creation  of  the  Disaster  Loan  Corporation  in  the  K.  F.  C.  to  help 
rebuild  the  flooded  areas,  and  also  we  were  authorized  to  insure  loans 
for  the  rebuilding  of  them.  Then  we  were  also  authorized  to  insure 
loans  for  the  rehabilitation  of  the  flooded  areas  on  terms  somewhat 
more  liberal  than  the  other  act.  We  went  back  into  the  reserves,  for 
instance.  Now,  this  act  incorporates  the  disaster  loan  provision,  inso- 
far as  we  are  concerned,  into  this  regular  title  I,  and  repeals  tlie  Dis- 
aster Loan  Act,  insofar  as  our  operation  is  concerned,  the  other  words 
transfers  it  from  one  section  of  the  act  to  another. 

Mr.  Martin.  Mr.  Chairman,  I  would  hke  to  ask  Dr.  Fisher  a  ques- 
tion on  the  guaranteeing  of  mortgages  on  property.     I  think  that 
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when  the  crash  came  in  1929  which  resuhed  in  the  wiping  out  of 
real-estate  values  and  a  general  loss  of  confidence  on  the  part  of  the 
public,  the  guaranteeing  of  mortgages  by  the  Federal  Government  on 
existing  home  loans  performed  a  valuable  and  needed  service  as  an 
emergency  measure.  Its  beneficial  effect  was  unquestionable,  but  at 
the  present  time  do  we  not  have  an  entirely  different  picture.  The 
builaing  and  loan  and  other  loaning  agencies  appear  to  have  ample 
resources  for  all  demands.  During  the  F.  H.  A.  activities  these 
agencies  have  readjusted  their  entire  set-up  by  liberalizing  tlieir 
regulations  and  lowering  their  interest  rates,  to  establish  a  competi- 
tive basis  for  F.  H.  A.  In  view  of  these  facts  then,  are  not  these 
agencies  now  capable  of  rendering  all  the  service  necessary  at  the 
reduced  rates,  and  should  not  the  F.  H.  A.  discontinue  this  particular 
practice  of  insuring  mortgages  on  existing  homes  ? 

Mr.  Fisher.  Your  question,  Congi-essman  Martin,  goes  to  the  roots 
of  the  problem  of  a  sound  mortgage  market.  It  is  true  that  for 
the  time  being  there  are  adequate  funds  in  the  market  to  finance  home 
ownership  on  both  existing  and  new  construction,  at  reasonable  inter- 
est rates.  One  of  the  purposes  of  the  creation  of  the  Federal  Housing 
Administration  was  to  aid  in  creating  a  market  wherein  funds  were 
available,  and  to  make  funds  available  at  a  reasonable  interest  rate. 
Now,  if  we  concede  that  for  the  time  being  there  are  adequate  funds — 
and  I  want  to  return  to  that  in  a  moment — we  have  no  assurance 
that  the  time  will  not  come  again  when  we  will  face  a  situation 
similar  to  that  faced  in  1930,  when  foreclosures  began  to  accumulate 
and  the  crash  became  imminent  in  property  values. 

One  of  the  advantages  to  a  lending  institution  in  insuring  a  mort- 
gage is  that  it  never  has  to  take  over  real  estate  that  stands  as  security 
for  the  mortgage.  If  it  has  to  foreclose  on  the  real  estate  it  can 
exchange  the  real  estate  for  liquid  debentures  of  the  mortgage  insur- 
ance funds  of  the  Federal  Housing  Administration,  so  that  it  can 
keep  its  portfolio  in  liquid  position  even  in  times  of  crash. 

With  respect  to  the  current  availability  of  funds  to  finance  tlie 
purchase  and  ownersliip  of  existing  construction,  the  situation  is  not 
quite  so  clear  as  it  would  seem.  As  long  as  the  Federal  Housing 
Administration  is  |>ermitted  to  insure  mortgages  on  existing  con- 
struction, we  have  no  concern  alx)ut  the  availability  of  necessary 
funds.  If  we  lost  the  power  to  insure  on  existing  construction,  on 
the  first  of  July,  so  far  as  we  can  determine,  connnercial  banks 
(both  national  and  State),  and  in  most  States  savings  banks  and 
life-insurance  companies  would  no  longer  be  legally  able  to  make 
a  loan  in  excess  of  about  60  or  66%  percent.  So  that  the  financing 
of  a  mortgage  on  existing  construction  in  excess  of  66%  jiercent 
would  have  to  depend  primarily  upon  the  building  and  loan  asso- 
ciations, principally  the  Federal  Savings  and  Loan  Associations, 
with  the  exception  of  some  80  States  where  State  chartered  building 
and  loan  associations  are  authorized  to  make  more  than  a  66% 
percent  mortgage.  So  we  are  not  certain  that,  if  the  power  to  insure 
existing  construction  expires  on  July  1,  there  would  be  adequate 
funds  to  finance  existing  construction  with  a  sufficiently  high  per- 
centage loan  to  prevent  the  return  of  the  second  mortgage  with  its 
high  mterest  rate.  In  many  sections  of  the  country  we  are  certain 
that  that  would  not  be  true. 
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There  are  three  States,  and  there  |)erhaps  are  others,  that  are  ade- 
quately served — ^that  is,  are  sufficiently  adequately  served — ^by  build- 
ing and  loan  associations,  to  take  care,  at  least  in  large  part,  of  the 
problem  for  the  time  being  on  existing  construction -mortgage  financ- 
ing. I  refer  to  Ohio,  Pennsylvania,  and  New  Jersey,  and  there  may 
be  other  States;  but,  as  pointed  out  in  the  memorandum  which  we 
gave  to  members  of  the  committee  this  morning,  already  after  4 
years  of  operation  the  Federal  Housing  Administration  has  insured 
mortgages  in  eight  States  in  an  amount  in  excess  of  the  total  assets 
of  building  and  loan  associations  in  those  eight  States.  So  thei^e 
are  many  sections  of  the  country,  and  particularly  many  sections  of 
the  country  where  very  high  interest  rates  have  prevailed  in  the  past, 
prior  to  the  passage  of  the  National  Housing  Act,  that  we  feel  per- 
fectly confident  would  not  be  adequately  served  with  first  mortgage 
money  on  existing  construction  in  an  amoujit  whicii  would  enable 
people  to  carry  their  ownership  of  existing  construction  without  re- 
sort to  the  second-mortgage  market,  with  all  of  its  attendant  bad 
features. 

That  is  one  statement  that  I  wanted  to  make  yesterday  and  did  not 
have  time  to  make,  and  I  am  glad  your  question  brought  it  out. 

Mr.  Martin.  Do  you  think  the  time  may  come  when  we  can  get  out 
of  this  guaranteeing  of  mortgages? 

Mr.  Fisher.  Well,  if  I  may  speak  as  an  individual  and  not  as  the 
representative  of  the  Federal  Housing  Administration  on  that,  speak 
personally,  as  one  who  has,  if  I  may  say  so  modestly,  studied  the  real- 
estate  market  in  this  country  for  the  past  20  years,  principally  as  a 
scientist  in  a  university,  I  hope  that  the  Government  will  never  get 
out  of  the  business  of  insuring  mortgages,  because  it  is  a  device  which 
removes  many  of  the  curses  that  have  lain  on  the  real-estate  market 
ever  since  I  have  been  observing  it,  and  from  the  observation  I  have 
made  of  historical  records,  have  lain  on  the  real-estate  market  since 
the  foundation  of  our  country. 

Mr.  CRAwroRn.  Would  that  same  statement  that  you  have  made 
apply  to  the  effect  which  the  passing  out  of  the  Government  would 
have  on  the  creation  of  new  loans?     Or  would  it  apply  there? 

Mr.  Fisher.  We  feel  that  it  would,  particularly  since  the  discus- 
sion of  these  amendments  has  arisen.  There  have  been  many  j>eople 
who  have  come  to  us  to  discuss  these  proposed  amendments  before 
they  were  introduced,  and  everyone  who  has  come  to  us  has  said,  "If 
you  do  not  continue  to  finance  existing  construction,  it  is  going  to 
slow  up  the  building  of  new  homes."  A  builder  from  San  Fran- 
cisco, who  built  several  hundred  homes  last  year,  testified  before  the 
Senate  committee  that -40  percent  of  his  buyers  are  j)eople  who  sell 
existing  homes  in  order  to  move  into  his  new  homes.  We  have  no 
general  figures  on  thtit  over  the  Nation  as  a  whole,  but  we  do  feel, 
after  discussing  it  with  a  great  many  responsible  real-estate  men, 
that  that  would  be  the  case  in  most  areas.  It  would  tend  to  deter 
new  building.  In  the  letter,  a  part  of  which  Mr.  McDonald  read, 
from  Mr.  J.  C.  Nichols  of  Kansas  City,  who  is  a  very  distinguished 
citizen,  as  well  as  an  excellent  real -estate  operator,  Mr.  Nichols  said 
he  had  changed  his  mind  in  the  last  year  with  respect  to  the  in- 
surance of  mortgages  on  existing  construction,  notwithstanding  the 
fact  that  he  owns  a  considerable  inventory  of  new  construction  and  is 
constantly  building.    He  believes  it  would  be  an  unwise  policy  if  the 
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the  Government  can  do  these  thin<r«  wifii«„f  „«  •  estate— if 

mortgages?  '>'ti*-b  m    uiese  J«.  H.  A.  insured 

Mr.  Fisher.  Yes ;  I  believe  I  can. 

a  whole;  and  that  lower  interest  rate  fSve  tL  Kniu""*"^  "! 
loan  associations,  as  represented  by  the  offiS  of  the  S"^  ""^ 
Loan  League,  feel  is  a  lower  interest  rnfwi       -.1  building  and 

compete  with'.  That  ar^en  Ss  to  me  ?o  bi^'f  r ."  ^"^^^^-^^^-lly 
cause  the  shares  of  the  buildinV^.J  I '  '"'^  ***.T  **  ^"*^  specious,  be- 

they  are  insurable,  by  the  SaTiS'TT'*''''"f  '"'^  "''"^i'^^'  '^ 
ration     Thev  pm.>rJi»  Jtrri        f avmgs  &  Loan  Insurance  Corpo- 

tieaUy  thVL^me  bS^as  inlured  bankr"'-"  '"  '^''  '''^'^''  T  ^''^'^- 
system.  TheTeSs  areTnsSd  S%C  T  '^'^^'P^^  ^"l^^S 
I  do  not  belipvo  tKof  „  ra  .•  ?"",  "'e  shares  are  insured;  and 
1  CIO  not  believe  that  a  differential  of  moi-e  than,  well,  3  pereent. 
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it  would  be — if  you  pay  2  percent  for  your  money  and  lend  it  at  5, 
I  do  not  believe  that  is  greater  than  is  necessary  for  operations. 

So,  in  my  opinion,  Congressman  Gilford,  the  hampering  that  we 
have  done  to  the  building  and  loan  associations  has  been  in  respect 
to  restricting  the  interest  rate  which  has  to  be  paid  by  borrowers  of 
home-mortgage  money  in  the  market,  i)articularly  in  areas  where 
high  interest  rates  have  in  the  past  prevailed. 

I  should  like  to  say  also,  however,  that  there  are  many  building 
and  loan  associations  of  which  we  have  record  who  we  do  not  believe 
would  subscribe  to  the  statement  in  the  brief. 

Mr.  GiFFORD.  What  I  wanted  to  bring  out  is  that  the  representa- 
tives of  our  cooperative  banks,  as  we  call  them,  came  to  Washing- 
ton very  much  exercised  over  the  activities  of  the  Federal  savings 
and  loan  institution.  This  committee  set  up  the  Federal  loan  agency 
that  it  could  be  operative  in  sections  where  there  was  lack  of 
banking  facilities.  Instead  of  that,  some  in  sections  well  served 
took  advantage  of  it  to  loan  at  a  lower  rate,  and  took  away  business 
from  the  existing  cooperative  associations  which  were  doing  very 
well.  These  people  came  to  Washington  in  force,  remonstrating,  say- 
ing that  that  activity  furnished  unfair  competition.  Now,  Mr.  Bod- 
fish,  representing  the  savings  and  loan  institutions,  does  know  what 
he  is  talking  about,  and  it  should  be  a  persuasive  argument  coming 
from  that  source. 

Mr.  Fisher.  Mr.  Gifford,  I  did  not  mean  to  give  the  impression 
that  I  think  Mr.  Bodfish  does  not  represent  building  and  loan  as- 
sociations. I  meant  to  infer,  if  I  did  not  say  directly,  that  I  do  not 
believe  he  represents  the  unanimous  opinion  of  building  and  loan  as- 
sociations.   I  have  a  list  here 

Mr.  Gifford  (interposing).  It  places  the  committee  in  a  most  em- 
barrassing position  in  trying  to  protect  cooperative  banks.  These 
people  state  publicly  that  we  are  acting  against  the  interest  of  the 
people  in  preventing  them  from  getting  lower  rates  of  interests,  and 
that  we  had  set  uj)  machinery  that  would  result  in  lower  rates.  I 
am  embarrassed.  So  will  other  members  be  when  called  upon  by 
their  various  banking  institutions  to  protect  them  against  what  might 
be  termed  by  opponents  as  favorable  to  the  interests  of  the  people. 
If  we.  are  setting  up  things  here  that  are  to  disrupt  conditions  now 
favorable  that  is  one  thing ;  if  we  are  going  to  help  communities  that 
need  banking  facilities  that  do  not  have  sufficient  facilities,  I  have  no 
objection  to  that. 

Mr.  Meller.  Of  course,  in  extending  the  power  of  the  Administra- 
tor to  insure  mortgages  on  existing  construction,  you  are  not  giving 
him  any  additional  or  new  powers ;  you  are  only  extending  the  powers 
that  he  has  now,  which  expire  by  limitation. 

Mr.  Gifford.  You  heard  my  suggestion  yesterday  that  when  co- 
operative institutions  do  encourage  mortgage  insurance,  we  must 
assume  that  such  mortgage  would  be  doubtful,  if  it  could  be  in- 
sured, it  would  be  very  nice  for  the  mortgagee  institution.  I  under- 
stand that  about  10  percent  only  of  the  savings  and  loan  institutions 
mortgages  have  gone  through  the  F.  H.  A. 

Mr.  Fisher.  The  statement  is  made  in  Mr.  Bodfish's  brief  that 
about  10  percent  of  the  total  loans,  as  I  remember  it,  of  the  building 
and  loan  associations  last  year  were  insured. 

Mr.  Gifford.  Do  you  challenge  that  statement  ? 
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T  ^^\^^^HER.  I  have  no  basis  on  wliidi  I  can  clialJenge  it;  no  sir 
1  do  have  with  me  a  number  of  copies  of  a  list  of  fifteen  hundred- 
and-some-odd  building  and  loan  associations  for  which  the  Federal 
Housing  Administration  has  insured  loans,  and  these  are  arranged 
by  htates.  I  thought  it  might  be  of  interest  to  some  members  of 
the  coinmittee  to  have  a  copy  of  that  so  they  could  see  what  build- 
ing and  loan  associations  in  their  States  have  insured  morteaees  with 
the  Federal  Housing  Administration. 

Mr.  Ford.  How  many  building  and  loan  associations  are  there  in 
the  country,  about  ? 

Mr.  Fisher.  I  believe  the  last  report  of  the  Building  and  Loan 
League  shows  between  9,000  and  10,000. 

Mr.  M11.1JER.  Can  you  sum  up  in  a  brief  statement  the  advantages 
to  the  borrower  of  these  insured  loans,  providing  there  is  a  reason- 
able income  and  that  his  mortgage  is  reasonable  and  all  the  rest  of  it 
and  It  IS  a  desirable  proposition  ?  Why  should  he  pay  to  have  that 
loan  insured'^  That  may  be  a  foolish  question,  but  it  is  not  clear 
to  me. 

Mr.  Fisher  It  is  difficult  to  answer  that  question  briefly,  because 
I  always  think  of  better  arguments  after  I  have  finished  than  I  do 
wJiile  1  am  making  the  statement. 

Mr.  Miller.  I  would  like  to  have  a  fairlv  brief  answer  to  that  if 
you  can  give  it. 

Mr  Fisher.  Well,  I  am  perfectly  willing  to  make  the  best  st<ate- 
ment  I  can. 

In  the  first  place,  he  gets  the  analysis  of  the  Federal  Housing 
Administration  underwriting  staff,  which  consists  of  at  least  four 
l^ersons  who  are  specialists  in  certain  aspects  of  the  deal,  an  architect, 
an  appraiser,  and  a  credit  risk  examiner,  and  a  chief  underwriter 
who  puts  the  whole  mortgage  pattern  together.  So  that  the  bor- 
ro^^er  gets  an  analysis  of  the  transaction  from  his  point  of  view  from 
a  disinterested  party  as  to  whether  he  is  entering  into  a  reasonable 
deal.  He  will  get  a  single  mortgage  which  wraps  all  of  his  pay- 
ments, including  taxes,  interest,  amortization,  hazard  insurance,  up 
into  one  monthly  payment,  and  he  can  make  that  payment  month  to 
month  and  never  worry  about  taxes  or  any  of  tha  other  charges.  He 
can  get  it  usually  for  a  longer  term  than  he  can  get  it  without  insur- 
ance, which,  of  course,  makes  his  monthly  i)ayments  more  easy  to 
carry.  "^ 

I  have  talked  with  some  of  my  friends  in  Washington  who  have 
asked  me  about  the  insured  mortgage  plan,  and  after  explaining  to 
them  what  we  do  in  analyzing  a  transaction,  some  of  them  have  ex- 
pressed an  interest  in  getting  an  insured  mortgage,  even  if  it  cost 
them  a  little  more  than  they  could  get  without  insurance. 

Mr.  Johnson.  May  I  ask  Dr.  Fisher,  do  you  have  any  figures  which 
would  indicate  the  source  of  the  applications  that  have  been  rejected 
whether  there  is  any  greater  percentage  of  rejections  from  one  class 
of  those  authorized  to  make  loans  than  there  is  from  another? 

Mr.  Fisher  Yes,  we  have  those  figures,  Congressman.  I  do  not 
have  them  with  me. 

Mr.  Johnson.  Do  you  have  in  mind  whether  they  are  about  the 
same  or  whether  one  group  would  have  a  higher  percentage  of  re- 
jections than  another  ?  ^  b 
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Mr.  Fisher.  I  would  rather  consult  the  record  on  that  and  either 
place  my  answer  in  the  record  or  send  it  to  you. 
Mr.  Johnson.  I  wish  you  would  put  it  m  the  record. 
Mr.  Fisher.  I  will  be  glad  to. 
(The  matter  referred  to  follows:) 

Ratio  of  mortuium  rejirtvd  to  total  mort(jaycs  svtectcd  for  appraiml  by  type 
of  tnidiuv  hhstitntion  from  whom  application  vas  received 

Percent 

27 

National   banks 25 

State    banks .j. 

Hnililing   and   loan   associations ^ 

Morigago   companies '-_ 

Savings  l)anks ^^ 

Insurance   companies .- 

Other    types ^q 

Average 

^  Complete  tabulations  of  rejections  by  type  of  lending  institution  ^l^^^^^^^'^'^'^f^l^l^^ 
vaium  was  received  have  not  been  made  These  ^f'^^^.^^'lilJZJ^^^}^^}^^^'''^^^^^ 
of  all  mortgages  selected  for  appraisal  and  processed  '^"""J^the  last  6  months  of  IIK.S. 
The^e  ratiol  may  be  characterized  as  ;;gross  rejection  and  w  thdrauals  atios.^^  T^^^^^^ 
include  voluntary  withdrawals  of  applications  by  the  lendnig  institutions.  Jufthei. 
many  of  these  cLes  that  appear  first  in  this  gross  rejection  ratio  are  subsequently  re- 
oiS?ied  and  the  trms  of  the  mortgage  requested  l»y  mortgagee  and  borrower  modihed 
in  su<h  a  way  as  I0  make  it  acceptable  for  insurance. 

XoTK  —The  net  rejection  ratio  for  all  types  of  lending  institutions  cumiilative  through 
December,  1938,  is  21.1  iK^rcent.  Adjustments  in  this  hgure  are  made  for  the  re- 
opened  cases  which  are  originally  rejected  but  sul)se(Hiently  modified  in  such  a  way 
as  to  make  them  eligible  for  insurance. 

Mr.  Luce.  Mr.  Fisher,  what  is  the  purpose  of  this  voluminous 
document  that  you  have  asked  go  into  tlie  record? 

The  Chairman.  Let  me  make  a  suggestion  about  that.  It  seems  to 
me  this  is  so  vohiminous  that  we  should  place  in  the  record  a  sum- 
marized form,  if  you  can. 

Mr.  Luce.  My  question  can  be  simplified.    Why  < 

Mr.  Fisher.  It  occurred  to  us  that  members  of  this  conmiittee 
might  be  interested  in  seeing  the  list  of  building  and  loan  associa- 
tions in  their  own  States  who  have  insured  mortgages  with  the 
Federal  Housing  Administration. 

Mr.  Luce.  What  does  it  show  ?    TV^hat  does  it  prove  ? 

Mr.  Fisher.  I  think  it  shows  details  with  reference  to  the  state- 
ment made  in  the  memorandum  on  the  brief  which  we  sent  to  you  this 
morning;  that  is.  that  there  are  many  building  and  loan  associa- 
tions in  the  country  who  are  participating  in  this  program,  and 
from  many  of  them  we  have  testimony  on  file  to  indicate  they  ai-e 
not  doing  it  reluctantly. 

Mr.  Luce.  What  is  the  object  of  it?    What  is  the  value  to  us? 

Mr.  Fishek.  I  do  not  know,  sir.  We  just  thought  it  might  be  of 
value  to  you.     Maybe  we  made  a  mistake  in  judgment. 

Mr.  Luce.  No  ;  I  am  simply  groping  in  the  dark.  I  wondered 
wliy  it  was.    What  is  the  purpose  of  it  ? 

Mr.  Brown.  It  goes  to  show  that  these  agencies  are  not  opposing 
the  F.  H.  A. 

Mr.  Fishek.  At  least,  not  unanimously. 

Mr.  Luce.  Of  what  importance  would  the  establishing  of  that 

fact  be  ? 

Mr.  Fisher.  That  is  a  question  which  I  think  only  the  members  of 
this  committee  themselves  can  answer.  We  felt  that  it  might  be  a 
consideration  which  you  would  want  to  bear  in  mind ;  that  in  reading 
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the  brief  which  was  presented  hj  the  oflScers  of  the  United  States 
Building  and  Loan  League  you  might  be  interested  in  considering  the 
question  of  whether  it  represents  the  unanimous  opinion  of  building 
and  loan  officials  throughout  the  country. 
Mr.  Luce.  On  what? 

Mr.  Fisher.  In  opposition  to  the  amendment  that  we  are  pro- 
posing. 

Mr.  Hull.  I  have  made  a  hurried  check  of  this  list,  of  the  build- 
ing and  loan  associations  in  my  district  that  are  listed,  and  I  find 
that  I  have  received  telegrams  from  everyone  of  them  stating  their 
opposition  to  the  continuation  of  the  act. 

Mr.  Gore.  You  suggested,  Mr.  Chairman,  that  a  simimarization  of 
this  document  be  placed  in  the  record.  I  am  unable  to  see  how  it  can 
be  summarized. 

The  Chairman.  Yes;  I  think  you  are  right.  I  had  not  read  it 
when  I  said  that.  I  think  we  should  keep  it  out  of  the  record,  but 
let  it  be  available.    I  do  not  think  it  need  to  go  into  the  record. 

Mr.  WoLCOTT.  Mr.  Fisher,  you  recommend  that  we  raise  the 
amount  from  3,000,000,000  to  6,000,000,000.  Will  you  tell  us  why  the 
Administration  recommends  that  at  this  time? 

Mr.  Fisher.  I  made  a  statement  during  the  opening  hearings  with 
respect  to  that,  but  I  did  not  have  time  at  that  particular  hearing  to 
develop  it  very  fully.  At  the  present  rate  at  which  the  Federal 
Housing  Administration  is  doing  business,  it  will  probably  be  during 
the  fiscal  year,  1940,  or  possibly  in  the  early  part  of  the  fiscal  year. 
1941  (we  cannot  jnedict  accurately),  that  we  will  reach  a  volume  of 
business  which  will  prevent  our  consideration  of  further  new 
business. 

Mr.  WoLcoTT.  You  have  done  $1,115,000,000. 

Mr.  Fisher.  $1,650,000,000  approximately  under  section  203.  I 
have  the  exact  figures. 

Mr.  WoLCOTT.  Then  you  have  used  approximately  half  of  the  au- 
thorization ? 

Mr.  Fisher.  That  is  correct,  with  reference  to  section  203  only. 

Mr.  WoLCOTT.  And  you  ask  for  double  the  present  authorization? 

Mr.  Fisher.  That  is  right. 
^  Mr.  WoLcoTT.  Now,  df)  you  expect  that  in  tlie  next  year  your  activi-' 
ties  will  be  doubled? 

Mr.  Fisher.  The  question  is  not  solely  that.  We  expect  that  during 
the  next  year  we  will  probably  be  asked  to  appraise  new  construction 
mortgages  amounting  to  approximately  $1,000,000,000.  If  existing 
construction  is  left  in  the  act,  that  amount  will  probably  be  exceeded. 
The  point  at  which  we  reach  the  limit  is  when  we  have  received  the 
$3,000,000,000  worth  of  business,  not  after  we  have  insured  $3,000,- 
000,000  woi-tli  of  business.  8o  it  is  likely  that  within  the  fiscal 
year,  1940,  or  early  in  the  fiscal  year,  1941,  we  will  reach  the  point 
where  we  will  have  to  say,  *We  have  got  as  much  business  in  our 
shop  as  we  can  insure,  and  after  we  have  eliminated  that,  then  we 
will  take  some  more." 

Mr.  WoLcoTT.  At  the  present  time,  in  addition  to  this  $1,650,000,000 
which  you  have  actually  insured,  what  is  the  aggregate  amount  of 
jour  applications,  pending  applications? 

Mr.  Fisher.  I  will  have  to  refer  to  my  book  to  get  that. 
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Mr.  WoLCOTT.  That  $1,650,000,000  insured,  represents  how  many 

mortgages?  ,  ,        ,       i     i       i  jj 

Mr    Fisher   That  represents  about  three-hundred -and-some-odd 

thousand.'  I  believe  it  would  take  me  several  minutes  to  answer  your 

question  accurately.    I  see  what  you  are  trying  to  get  at.    I  will  be 

glad  to  t'ive  you  the  figures,  but  I  hate  to  hold  the  committee  up  to 

look  them  up  here.    You  want  the  amount  actually  m  our  office,  but 

not  committed  on?  .      .  c^     i    ^  -£  * 

Mr.  WoLCOTT.  The  pending  applications,  bo  that  it  you  were  to 
insure  all  of  your  pending  business,  how  much  authorization  would 
you  have  to  have?  Then  we  perhaps  could  arrive  at  the  amount 
that  you  need,  by  determining  what  percentage  of  your  applications 

have  been  insured. 

Mr  Fisher  We  have  insured  about  70  ])ercent  of  the  applications 
which  we  have  selected  for  appraisal.  Thirty  ])ercent  have  been 
rejected,  withdrawn  by  mortgagees  before  accepted  for  insurance,  or 
have  expired  after  acceptance  for  insurance.  If  you  add  the  cases 
in  process  to  the  total  amount  that  we  have  insured  or  committed  to 
insure,  the  total  amount  would  approximate  $1,840,000,000  as  of  De- 
cember 31.    I  will  be  glad  to  give  you  the  exact  figui-e. 

Mr.  WoLcoTT.  I  wish  you  would.  That  bill  gives  you  a  billion 
dollars  of  leeway. 

Mr.  Fisher.  Yes,  sir.  .  •    ,  .„.  , 

Mr.  WoLCOTT.  How  can  we  justify  raising  this  to  six  l>illion  under 

these  conditions  ? 

Mr.  Ford.  He  is  asking  for  an  amount  to  meet  probable  demands. 
Mr.  WoLcoTT.  How  long  have  you  been  in  business  ^ 
Mr.  Fisher.  We  have  been  insuring  mortgages  for  nearly  4  years, 
not  quite  4  years.  We  are  coming  certainly  into  an  active  building 
season,  and  it  is  almost  certain  that  the  rate  at  which  we  will  do 
business  during  the  next  fiscal  year  will  be  equal  to  or  greater  than 
the  rate  at  which  we  have  been  doing  business  during  the  last  fiscal 

year.  .  ,   ,      . 

Mr.  WoLCOTT.  You  do  not  expect  to  do  three  times  as  much  busi- 
ness in  the  next  2  years  as  you  have  done  in  the  last  4  years,  do  youf 

Mr.  Fisher.  I  should  not  be  at  all  surprised  if  we  did.  During 
the  last  calendar  year  we  did  nearly  twice  as  much  as  we  did  the 
previous  calendar  year,  and  in  the  calendar  year  previous  to  that  we 
did  nearly  twice  what  we  did  the  previous  calendar  year.  That  is, 
our  business  has  been  accumulating  at  a  very  rapid  rate.  That  is 
only  a  part  of  the  answer,  however.  As  I  see  it,  the  administrator 
was  faced  with  two  alternatives.  One  was  to  ask  that  the  amount  be 
extended  by  $1,000,000,000  or  $2,000,000,000.  The  other  was  to  ask 
that  it  be  extended  by  $3,000,000,000,  which  we  estimate  is  the  ceiling 
which  the  Federal  Housing  Administration  would  ever  have  to  ask 
for.  Now,  we  ai*e  not  promising  it,  but  we  estimate  that  that  is  what 
it  Avill  be. 

Mr.  WoLcoTT.  When  do  you  expect  to  reach  the  saturation  jwint? 

Mr.  Fisher.  In  building?    I  wish  I  could  answer  that. 

Mr.   WoLCOTT.  Then   why,   if   your   business   is   doubling  every 

year 

Mr.  Fisher  (interposing).  You  mean  the  saturation  point  in  our 

business? 
Mr.  WoLCOTT.  Yes. 
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Mr.  Fisher.  You  mean  tlie  j>eak,  tl\e  most  rapid  rate  at  which  we 
will  acquire  business  ? 

Mr.  WOLCOTT.  No,  I  mean  by  the  saturation  point  the  point  wliei-e 
you  will  stai-t  slumping  otf,  so  there  will  he  no  fnrtlier  demand. 

Mr.  Fisher.  That  is  very  difficult  to  predict. 

Mr.  WoLaxrr.  Then  how  can  you  pi'edict  that  six  billion  is  jroing 
to  lie  your  maximum  ? 

Mr.  FisHFR.  We  took  some  calculations  into  consideration.  During 
the  past  year  we  have  insured,  so  far  as  we  can  estimate,  new-home 
mortgages  on  about  40  percent  of  the  new  one-to-four-family  houses 
built  in  this  country.  We  should  not  l)e  surprised  to  see  the  total 
volinne  of  new  one-to-four-family  houses  rise  considerably  alK)ve  Inst 
year  during  the  current  year  if  there  are  not  ailverse  changes  in  the 
general  economic  or  international  situation  during  the  next  year. 
We  have  built  during  the  year  1938  approximately  340,000  dwelling 
units  in  the  country.  During  the  boom  |)eriod  of  the  twenties  we 
built  an  average  of  700,000,  as  nearly  as  can  be  estimated.  During 
the  year  1925,  we  built  about  900,000.*  So  it  would  seem  reasonable  to 
suppose,  in  the  light  of  those  figures,  and  in  the  light  of  the  figures 
of  the  probable  increase  during  the  next  decade  in  the  mnnber  of 
new  families  which  will  be  created,  and  have  been  either  created  or 
their  creation  has  been  deferred  because  of  economic  conditions  since 
1930,  that  building  of  homes  will  increase.  Taking  those  facts  into 
consideration  it  would  seem  reasonable  to  ex[:)ect  a  large  building 
program  t«  be  under  way.  It  may  reach  500,0(K),  600.000,  or  even 
700,000  dwelling  units  a  year.  We  shall  probably  reach  the  peak 
volume  of  our  business  when  the  peak  volume  of  building  is  reached. 

Mr.  WoLcoTT.  Uidess  the  policy  of  Congress  changes  with  resixM't 
to  our  contingent  liability  it  will  be  more  difficult  to  reduce  that 
than  it  would  he  to  increase  it,  and  I  wonder  if  it  is  good,  sound  busi- 
ness for  us  to  increase  the  potential  contingent  liability  of  the  Gov- 
ernment by  $3,000,000,000  without  more  justification  for  it  than  you 
have  been  able  to  make  out.  It  necessarily  has  an  effect  upon  our 
entire  economy  and  we  should  proceed  rather  cautiously.  The  mere 
fact  that  you  might  l)e  able  to  use  it  is  not  justification  enough 
l)ecause  if  that  was  the  case,  then  you  might  ask  that  we  grant 
$10,000,000,000  with  just  as  nuich  logic  %s  vou  ask  that  we  grant 
$6,000,000,000.  What  I  have  in  mind  is  that  we  are  asked  to  establish 
a  potential  contingent  liability  of  at  least  $3,000,000,000  in  excess  of 
present  authorizations,  and  then  virtually  abandon  control  over  that 
contingent  liability.  I  wonder  if  you  have  actual  figures  upon  wluch 
to  base  your  contention  that  you  really  need  $6,000;00(i000,  or 
whether  you  have  given  us  that  figure  in  the  hojie  that  we  might 
raise  it  a  billion  or  a  billion  and  a  half  over  present  authorizations. 
In  other  words,  a  man  asks  for  a  loan  of  a  thousand  dollars  in  the 
hope  that  he  will  get  a  couple  of  hundi-ed.  You  are  asking  for 
$6,000,000,000,  i)erhaps  with  the  thought  that  you  will  get  a  couple 
of  billion. 

Mr.  Fisher.  No,  Mr.  Congi-essman,  we  would  not  trifle  Avith  a  com- 
mittee of  Congress  in  that  way.  We  are  perfectly  frank  and  honest 
in  asking  for  a  limit  of  $6,000,000,000. 

Mr.  WoLccyrr.  When  appearing  before  this  committee  previously 
we  have  always  respected  the  integrity  of  the  Board  and  the  judg- 
ment of  the  Board  and  of  the  members  that  have  come  down  here 
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representing  the  Administration,  and  it  seems  to  me  a  little  bit  out 
of  keeping %vith  your  custom  in  that  respect  to  ask  for  this  figure 
which  you  have  not  been  able  to  justify.  i     i     • 

Mr.  Fisher.  Well,  I  have  given  you  some  of  the  figures  on  the  basis 
of  wliich  I  felt  that  we  w^ere  justified.  Others  I  have  not  gone  into. 
We  find  that  the  total  mortgage  indebtedness  on  one-  to  four-family 
homes  in  the  country  is,  according  to  the  Home  Loan  Bank  Board, 
about  $17,000,000,000.  If  you  add  the  apartment  houses  of  the 
country,  it  will  i)robably  almost  double  that  figure.  We  have  felt 
tliat  the  Federal  Housing  Administration  has  passed  its  testing 
period ;  that  we  would  come  to  you  now  with  a  history,  with  a  record 
that  would  indicate  not  only  the  volume  of  business  which  we  are 
dointr  and  might  be  exi)ected  to  do,  but  something  with  respect  to 
that'c^ontingenr  liabilitv:  not  that  we  can  stand  indefinitely  on  tlie 
very  low  foreclosure  record  that  we  have  had.  but  there  is  a  history 

behind  it.  .  ,     o 

As  the  Administrator  has  said,  I  believe  to  the  Senate  coinmittee, 
we  feel  certain,  as  inorallv  certain  as  possible,  that  we  will  need 
more  funds  within  the  next  fiscal  year,  or  perhaps  a  little  after  the 
next  fiscal  year.  The  alternative  that  faced  us,  therefore,  was  to  ask 
for  an  increase  in  our  total  authorization,  or  to  come  back  again 
later.  We  wanted  to  ask  for  enough  so  that  we  would  not  have  to 
come  back  in  another  2  years,  or  1  year,  and  ask  for  another  increase 
in  the  total  amount  authorized. 

The  C  iiAiRMAx.  We  Avill  ask  vou  gentlemen  to  come  back  tomorrow 
morning  at  10:30,  and  without  objection  the  committee  will  now 

stand  adjourned.  . 

(Whereupon,  at  12  o'clock  noon,  the  committee  adjourned  until 
10:30  a.  m.  Thursday,  March  2,  1939.) 
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THURSDAY,  MARCH  2,   1939 

House  of  Kepresentatives, 
Committee  on  Banking  and  Currenct, 

Washington^  D.  C. 

The  committee  met  at  10 :  30  a.  m.,  Hon.  Henry  B.  Steagall  (chair- 
man) presiding.  x^     i    -r.  t> 

Present:  Messrs.  Steagall,  Williams,  Spence,  Ford,  Brown,  Fat- 
man,  Gore,  Mills,  Martin,  Gifford,  Luce,  Crawford,  Gamble,  Simpson, 

Johnson,  Kean,  Sumner.  ta     t^-  i  j 

The  Chairman.  The  committee  will  be  in  order.  Dr.  Fisher  and 
Mr.  Ferguson  are  with  us  again  this  morning. 

STATEMENT  OF  DR.  ERNEST  M.  FISHER,  ECONOMIC  ADVISER,  ANP 
ABNER  H.  FERGUSON,  GENERAL  COUNSEL,  FEDERAL  HOUSING 
ADMINISTRATION 

Mr.  Ferguson.  Mr.  Chairman,  may  I  make  just  a  brief  statement 
at  this  time  in  connection  with  section  2  of  the  committee  print, 
section  3  of  the  bill  as  introduced.  I  want  to  ask  that  the  committee 
strike  that  amendment  out. 

The  Chairman.  Which  amendment  is  that? 

Mr.  Ferguson.  That  is  section  2  of  the  committee  print,  section  3 
of  the  bill.    It  is  the  paragraph  which  reads: 

Have  been  made  or  assigned  to,  and  be  held  by,  a  mortgagee,  approved  by 
the  Administrator  as  responsible  and  able  to  service  the  mortgage  properly. 

I  think  that  tends  to  confuse  rather  than  to  clarify,  and  I  ask  that 
the  committee  strike  that  from  the  bill. 
Mr.  Brown.  You  want  all  that  stricken  out? 
Mr.  Ferguson.  Yes,  sir. 
The  Chairman.  Well,  we  will  have  to  discuss  that  when  we  get 

to  it. 

Miss  SmiNER.  You  say  you  want  to  strike  out  that  whole  section? 

Mr.  Ferguson.  Yes,  Miss  Sumner. 

The  Chairman.  Mr.  Williams  has  some  questions  that  he  wishes 
to  ask  Dr.  Fisher,  if  other  members  have  finished. 

Mr.  Williams.  I  am  not  sure  yet.  Doctor,  that  I  have  all  of  them 
in  mind,  and  it  may  not  be  clear  in  the  record  just  exactly  what  your 
operations  have  been,  how  much  has  been  involved  altogether.  Can 
you  state  that? 

Mr.  Fisher.  Through  December  1938,  we  had  insured  1,833,185 

notes. 
Mr.  Williams.  You  say  1,000,000  or  1,000,000,000? 
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^Mr.  FiSHEK.  l,83:jj.sr)  notes  under  title  I.  The  total  amount  vas 
$733,350,548.  I  luive  the  break-down  here  under  the  ori^^inal  act 
and  the  aiiiendnients,  if  you  wisli. 

Mr.  Williams.  Have  you  the  l)reak-down  as  to  what  part  of  that 
is  for  renovation  purposes,  reniodelin^i:  and  improving  existing  stiuc- 
tures. 

Mr.  Fisher.  Yes,  sir;  we  have  that. 

Mr.  Williams.  I  would  like  to  have  that.  Of  course,  now,  so  there 
will  not  be  any  confusion  alx)ut  that,  we  are  talkin<i:  about  Title  it 

Mr.  FisiiER.  Yes,  sir;  we  are  talking  about  title  I  only,  and  this 
is  a  tabuhition  of  the  type  of  improvement  by  type  of  j)ro])erty  in- 
sured through  December  1938. 

Mr.  Williams.  Just  in  general,  have  you  <rot  that,  m)  far  us  im- 
provements are  concerned^  I  mean  by  thai,  the  renovation  aiivl  re- 
modeling of  existing  structures.  Do  you  have  that  broken  down  a> 
to  residential  property  and  business  concerns? 

Mr.  Fisher.  Yes,  sir;  that  is  what  I  have  here.  The  figures  that  I 
just  gave  you  for  total  volume  is  the  entire  program. 

(The  matter  referred  to  follows :) 

Of  the  $rj00.WH,2-tO  in  fact  amount  of  notes  insured  under  oriKinal  title  I. 
prior  to  April  1,  11«7,  $!.')r.,-197.tMX)  were  for  the  puriMJse  of  tinaneing  "additions, 
alterations,  and  repairs.'" 

Of  this  amount  .i;_'.S1,J)ll>,(;«iO.  or  71)..'i  iHM-e«'nt,  was  useil  for  improvements  to 
residential  properties. 

The  tyi»es  of  resiilrntial  properties  and  the  amounts  for  additions,  altera- 
tions. an(l  repiiirs  under  eaeli  are  as  follows: 

Single-family  residential Si!(Mj,  .JUtJJMK) 

Multifamily   residential tJT.  (MM,  (MM) 

Farm  residential S,  ."ilO,  00.) 

Total _ 281,  919.  (XM) 

In  addition  to  the  .$281.919,Oj;o  in  additions,  alterations,  and  repairs  to  resi- 
dential projierties,  an  additional  $i;30,oS7.000  in  notes  for  the  purpose  of  in- 
stallation of  maehinery  and  ecpiipment  were  iised  for  residential  proiK'rties, 
making  a  t«.tal  of  $412.r)()6.(;00  of  the  $r>0«».60:3,240  that  was  used  for  moderniza- 
tion juid  improvements  to  all  classes  of  residential  properties.  The  halance 
of  $148.097,2-M)  were  for  improvements  and  installation  of  machinery  and 
iHpiipment  in  connection  with  commercial  and  other  types  of  properties. 

Mr.  Fisher.  Under  the  act,  as  amended  in  February  1938,  the  total 
numl)er  of  loans  insured  to  December  31.  1938,  is*^  374,976,  in  an 
amount  of  $171,718,626.  Of  this  amount  and  mmiber,  272,545  were 
improvement  of  single-family  urban  dwellings,  in  an  amount  of 
$107,723,629. 

Fifty-nine  thousand  nine  hundred  seventy-four  loans  for  $33,- 
595,809  were  for  the  improvement  of  multiple-family  dwellings. 

Thirtwn  thousand  seven  hundred  eighty  loans  for  $14,660,267  was 
for  improvement  of  conmiercial  and  industrial  properties. 

Thirteen  thousand  seven  hundred  eighty  loans  for  $14,660,267  were 
for  improvement  to  farm  dwellings  and  buildings. 

All  other  proi)erty  accounted  for  13,552  loans,  in  an  amount  of 
$8,604,029. 

Mr.  Williams.  AVhat,  in  general  was  the  ])roperty^ 

Mr.  Fisher.  Hospitals,  orphanages,  schools,  churches,  and  all 
miscallaneous  types  of  property. 

Mr.  Williams.  Now,  tlie  new  structui-es? 
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Mr.  Fisher.  You  mean  new  dwellings? 

Mr.  WiLLLAMS.  Yes. 

Mr.  Fisher.  The  total  number  of  loans  made  for  the  constnic- 
tion  of  a  new  dwelling  was  5,845,  in  an  amount  of  $12,566,365. 

Mr.  Ford.  That  was  the  $2,500  house? 

Mr.  Fisher.  Yes,  sir. 

Mr.  Ford.  Not  a  very  formidable  house. 

Mr.  Williams.  What,  in  addition  to  that,  have  you  used  for  new 
structures,  other  than  dwellings? 

Mr.  Fisher.  New  construction,  nonresidential,  accounts  for  1.8  per- 
cent of  the  niunber  of  loans. 

Mr.  WiLLL\M8.  That  is,  the  amount  of  money  ? 

Mr.  Fisher.  It  is  6,664  loans  for  $4,959,715. 

Mr.  Williams.  Have  you  got  an  estimate  there— lune  you  got  the 
figures  of  what  you  lost  under  the  old  program  on  installment  pay- 
ments ? 

Mr.  Fisher.  Yes;  we  have  that. 

Mr.  PATivfAN.  Mr.  Williams,  under  the  present  program  they  can 
accept  heating  equipment,  can  they  not,  or  anything  that  is  attached 
to  the  realty? 

Mr.  Williams.  Yes. 

Mr.  Patman.  Refrigerators  and  things  of  that  kind. 

Mr.  Williams.  That  is  what  I  am  talking  about.  lender  the  old 
law  that  was  designated  as  machinei^  and  equipment.  That  is  what 
I  want  to  find  out. 

Mr.  Patman.  I  wonder  if  you  could  make  a  refrigerator  part  of 
the  realty  to  the  extent  that  it  would  come  under  the  law  ? 

Mr.  Williams.  If  it  is  built  in  like  a  furnace  it  would  be  part  of 
the  i-eal  estate.     That  would  be  a  question  of  law  to  be  detennined  in 

each  case. 

Mr.  Fisher.  We  have  had  to  distinguish  very  carefully  in  the  dif- 
ferent States  with  respect  to  whetlier  or  not  it  becomes  part  of  the 
realty.  Under  the  old  act  we  insured  notes  for  installation  of  equip- 
ment in  commercial  establishments — such  as  the  refrigerator  in  a  meat 
shop,  which  is  built  in  and  becomes  part  of  the  realty.  So  we  have 
carefully  examined  the  law  in  each  State  with  respect  to  that  question 
of  whether  the  property  becomes  insurable  as  part  of  the  realty.  I  am 
sorri^  that  I  cannot  answer  your  question  exactly,  Mr.  Williams,  be- 
cause we  do  not  know  what  the  total  volume  of  notes  insured  under 
the  original  title  I  was  covering  equipment,  that  is,  refrigerators,  and 
so  forth,  separately. 

Mr.  Williams.  In  other  words,  no  separate  class  has  been  given  for 
refrigeration  plants  and  another  for  ])ainting  the  housed 

Mr.  Fisher.  Tliat  is  nght.  I  can  tell  you  what  our  claims  have 
>)een  by  type  of  equipment.  If  you  take  our  total  amount  of  claims 
]>aid  as  100  i)ercent,  34  ])ercent  of  claims  paid  Avere  on  refrigeration, 
17.9  |>ercent  on  heating  equipment,  11  percent  on  Avashing  machines, 
S  percent  on  roofing,  and  much  smaller  percentages  in  other  classes. 
So  we  have  paid  out  a  higher  percentage  of  claims  on  account  of 
refrigeration  than  for  any  other  one  item. 

Mr.  Williams.  In  your  exi>erience  imder  title  1,  and  your  obser- 
vation, hare  you  discovered  any  activity  on  the  part,  for  instance,  of 
n  lumber  dealer  and  a  cement  dealer  to  form  combinations  in  restraint 
of  trade  and  fix  i)rices  and  so  on? 
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Mr.  FiSHEK.  Not  to  my  kiK)Avledo:e.  And  I  doubt  if  there  have  been 
any  cases  that  we  have  discovered.  I  think  it  is  probable  that  it 
would  come  to  my  attention  if  we  liad  had  any. 

Mr.  WiLMAMs.  Well,  it  is  a  matter,  I  think,  of  very  j?eneral  in- 
formation and  knowledtre  that  tliose  thin^  do  exist  all  over  the 
country. 

Mr.  Fisher.  I  understood  your  question  to  refer  specifically  to  the 
operations  as  associated  with  title  I. 

Mr.  Williams.  But  not  necessarily  associated  with  title  I,  but 
from  your  observation  and  experience  in  the  administration  of  title 
I,  wlu  ther  you  have  discoverea  that  tendency  or  that  activity  on  the 
part  of  certain  lumber  dealers  and  cement  dealers  to  so  manipulate 
their  own  trade  relations  as  to  control  prices  and  fix  prices,  maintain 
them  at  higher  levels,  even  in  violation  of  the  antitrust  laws? 

Mr.  Fisher.  I  think  I  can  honestly  say  that  we  have  not.  If  we 
had  discovered  any  evidence  of  thatj  we  should  certainly  have  re- 
ferred it  to  the  Federal  Trade  Commission.  We  have  encountered  a 
^eat  many  rumors  and  situations  in  which  it  would  appear  that 
there  was  some,  if  not  atrreement,  at  least  operations  that  su<?gested 
some  agreement.  But  if  we  had  had  any  evidence  of  it  we  certainly 
would  have  turned  it  over  to  the  Federal  Trade  Commission. 

Mr.  Williams.  What  has  been  the  trend  in  building  material  prices 
during  the  last  year? 

Mr.  Fisher.  During  the  last  year  there  has  been  a  tendency  for 
prices  of  building  materials  to  decline  slightly.  There  has  been  little 
fluctuation,  but  there  has  been  a  slight  decline  up  until  the  last  2  or  3 
months,  when  there  has  been  a  slight  tendency  for  prices  of  building 
materials  to  rise,  as  reported  by  the  Bureau  of  Labor  Statistics! 
There  has  been  some  fluctuations  of  the  dilferent  items  that  go  to 
make  up  the  total  index.  Some  of  those  have  fluctuated  up  and  some 
have  fluctuated  down  within  the  past  12  months.  In  the  last  2 
months,  I  think  I  am  safe  in  saying,  without  looking  up  the  record, 
that  there  has  been  a  slight  increase  in  the  average  or  general  index 
of  the  price  of  building  material.  I  think  it  is  of  the  magnitude  of 
perhaps  2  points. 

Mr.  Williams.  Was  there  not  a  very  decided  rise  in  material  prices 
in  1937?  ^ 

Mr.  Fisher.  Yes,  sir. 

Mr.  Williams.  And  the  recession  that  you  s]:)eak  of  in  1938  is  from 
the  1937  price? 

Mr.  Fisher.  Yes,  sir. 

Mr.  Williams.  The  level  is  still  pretty  high,  is  it  not? 

Mr.  Fisher.  The  high  point  in  the  index  prepared  by  the  Bureau 
of  Labor  Statistics  was  97,  based  on  1926  as  100. 

Mr.  Williams.  You  mean  1937,  do  you  not? 

Mr.  Fisher.  In  1937  the  high  point  was  about  97. 

Mr.  Patman.  What  time  in  1937? 

Mr.  Fisher.  It  reached  the  peak  in  May. 

Mr.  Patman.  Mr.  Williams,  will  you  permit  me  to  ask  one  question 
there  ? 

Mr.  Williams.  Certainly. 

Mr.  Patman.  How  does  that  price  index  compare  with  the  fall  of 
1936? 
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Mr.  Fisher.  It  had  gone  up  from — it  had  gone  up  from  around 
87  in  September  1936  to  97  in  May  1937. 

Mr.  Patman.  Well,  you  Avill  recall,  I  think,  that  other  commodities 
went  up  along  about  that  time,  and  then  the  reserve  requirements  of 
banks  were  doubled,  and  there  was  a  little  turn  back.  So  is  that 
any  different  from  the  action  of  other  commodities  and  materials? 
I  am  not  inquiring  about  the  difference;  I  am  asking  what  the 
fact  is. 

Mr.  Fisher.  The  fact  is  that  the  index  stands  now  at  about  90, 
based  on  1926  as  100. 

Mr.  Ford.  Might  I  give  a  personal  experience  there?  I  was  con- 
structing a  building  starting  in  November,  and  I  got  a  price  on 
some  4y2  tons  of  steel,  and  tlie  first  price  came  to  $68,  but  we  were 
delayed  a  week  or  10  days  in  deciding  whether  or  not  we  would  put 
this  foundation  in,  and  when  I  finally  decided  to  do  it,  the  price 
was  $70,  $2  a  ton  higher  on  steel,  but  on  the  other  hand  we  put  in  a 
lot  of  two-by-twelves,  heavy  joists,  and  the  price  on  them  had 
dropped  about  $4,  so  that  what  I  lost  on  the  steel  I  made  up  on  the 
timber.    They  just  about  balanced. 

Mr.  Patman.  That  was  over  a  period  of  how  long? 

Mr.  Ford.  Over  a  period  of  about  2  weeks.  Then  the  prices 
remained  stable. 

Mr.  Williams.  It  is  a  fact,  is  it  not,  that  under  title  I,  in  general, 
the  policy  that  you  have  adopted  here  of  insuring  these  loans  results 
in  guaranteeing  in  cash  to  the  material  men  money  on  the  barrel 
head,  and  they  take  no  risk  at  all? 

Mr.  Fisher.  I  think  that  is  a  fair  statement. 

Mr.  Williams.  We,  of  course,  did  not  intend  to  do  that,  and  it 
seems  to  me  that  they  are  the  very  ones,  the  very  organizations — and 
I  know  that  is  true  in  some  places — ^that  are  engaged  in  practices 
such  that  the  Federal  Trade  Commission  has  had  to  examir.o  them 
and  to  institute  orders  to  get  them  to  stop  it.  That  is  the  bad  feature, 
in  my  judgment  of  title  I.  We  are  guaranteeing,  without  any  risk 
at  all,  to  the  men  who  furnish  the  material  that  goes  into  these 
improvements  and  into  these  new  structures,  and  they  are  the  very 
same  ones  who  are  engaged  in  these,  what  I  might  say  are  unfair 
practices,  illegal  practices  to  hold  up  the  prices  of  building  material 
at  the  expense  of  building.    That  is  my  observation  on  that. 

Mr.  Fisher.  If  I  may  amend  your  statement  to  a  slight  extent,  I 
should  like  to  say  that  it  includes,  also,  the  same  guaranty  to  labor 
that  is  involved  in  making  improvements. 

Mr.  Williams.  Yes.  Now,  there  is  one  other  question  I  want  to 
ask,  and  then  I  am  through.  That  is  about  the  general  building 
contracts  in  this  country  during  the  past  year.  Have  you  looked  up 
any  information  as  to  the  extent  of  building  contracts  of  all  kinds 
that  were  entered  into  during  1938  ? 

Mr.  Fisher.  There  are  no  contracts-awarded  figures  available 
which  cover  the  entire  country.  The  building-contract  figures  that 
are  usually  referred  to  are  building-contract  figures  reported  by  the 
F.  W.  Dodge  Corporation,  which  cover  the  37  Eastern  States.*  We 
have  those  figures. 

Mr.  Williams.  What  are  they?    What  is  the  total? 
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Mr   FisiiER.  $905,0(X).0()()  in  losidential  const iiict ion  were  reported 
in  10:57.  and  almost  $9tX).(X)0.00()  in  1938.     That  covers  only  the  3T 

Eastern  States.  ,       ^  r^  t 

Mr.  Williams.  Of  course,  that  is  only  8<  States,  you  say  f 
Mr   Fisher    The  fi<nire  "iven  is  onlv  the  residential  contracts  re- 
ported for  the  37  Easrern  States  durin^  1937  and  1938.    If  you  Avant 
the  complete  fi^rl^•es,  :Mr.  AVilliams,  I  will  l)e  <rlad  to  prepare  them 

for  von.  ,  ,  .  ,  .  ,        I 

Mr.  WiLiJAMS.  I  have  hefore  me  a  chart  which  was  mtroduced 
befoi-e  the  economics  connnittee,  which  purports  to  he  correct,  that 
is  rather  astoundin^r  to  me.  It  purports  to  Jxi^'e  the  fi^nii-es  for  the 
entire  buildin^^  contracts  for  1938  at  less  than  31/0  billi<m  dollars. 

Mr.  Fisher.  That  is  the  total  of  all  types  of  construction. 

Mr.  Williams.  The  total  of  all  types. 

Mr.  Fisher.  I  am  not  familiar  with  the  chart.        .  ,   ,     .         , 

Mr.  Williams.  And  of  that  amount  it  jzives  slijihtly  less  than 
IV,  billion  dollai-s  as  privately  financed,  and  of  tliat  amount  how 
ni'iich  has  the  F.  H.  A.  financed  altogether? 

Mr.  Fisher.  Our  total  mortora^es  accepted  for  "^^^^I'^^J^'f— ^^fn  aS'v 
ui-e  that  I  gave  here  the  other  day  is  approximately  $1,500.0  )0,U(J(r 
since  the  beginning  of  the  program;  and  during  the  year  1938,  on 
new  construction  it  was  $450,000,000  for  al)out  lOO.OOO^small  honies, 
and  under  the  rental  and  housing  program  it  was  $47,500,000  dur- 
ing 1938.  ,       ,  ,   ^         .  !► 

Mr.  Williams.  And  what  does  that  make  the  total  financing  ot 

new  stnictui-es  during  1938? 

Mr.  Fisher.  About  $490,000.000— nearly  $500,000,000. 
Mr.  Ford.  About  (me-fourth  the  private  financing. 

Mr.  Fisher.  Yes.  sir.  .         ,         1^    1       1  -•      1 

Mr  GiFFORi).  Do  voii  i-ecall.  Doctor,  that  when  these  federal  funds 
Avere  H-st  made  available  we  tried  to  limit  the  approved  financial 
instil ui ions  to  a  radius  of  ])erhaps  50  miles  from  the  scene  of  the 

oi)eration?  «.,,.,  •.  1      i.      1 

Mr.  Fisher.  From  their  home  oflice?     I  did  not  (luite  undei-staiifl 

the  question.  .        .       .      .  ,  1 

Mr  (iiFFORH  That  the  financing  institutions  who  were  approved 
to  take  these  loans  should  not  be  hx-ated  more  than  i)erhaps  50  miles 
away  from  where  the  pro])erty  was  located. 

Mr.  Fisher.  No,  sir;  we  make  no  snch  restriction. 

Mr.  Williams.  No:  but  (h)  you  recall  tliat  that  matter  was  dis- 
cussed at  the  time^ 

Mr.  Fisher.  I  do  not  recall  it;  no.  sir.  ,  ,    ^         , 

Mr  WiLiiAMs.  It  was  verv  seriously  discussed  l)efore  the  commit- 
tee whether  we  ought  to  let  financial  institutions  in  New  Orleans- 
be  "approved  for  a  loan  made,  innhaps,  in  my  State.  Now,  Mr. 
AVilliams  savs  that  the  material  men  get  it  on  the  barrel  head.  ()t 
course,  when  you  approve  a  financial  institution,  then  you  do  not  look 
over  the  individual  loans? 

Mr.  Fishu:.  Tliat  is  right.  ,         ,        , 

Mr  GinoRD.  In  mv  secti<m  last  year  the  colored  popidation— scnne 
of  them  on  W\  P.  A.— had  an  e])idemic  of  roofing,  where  an  entire 
little  house  in  a  dilapidated  condition  would  get  an  entire  new  root 
in  variegated  colors,  api^ealing  to  them  strongly.  There  were  a  lot 
of  those  houses,  and  the  material  men  and  laborers  would  come  out 
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there  and  cover  them,  and  we  wondered  how  in  the  world  they  ever 
got  the  inoney  to  do  it,  and  of  course,  the  material  men  could  liave 
had  a  pipe  line,  as  you  might  call  it,  into  a  financial  institution  in 
New  York  City  that  had  been  approved.  It  was  amazing  to  see  that 
going  on.  That  was  done  last  year,  and  we  do  not  know  how  many 
have  filed  other  contracts  under  title  I,  but  that  fully  illustrates  the 
performance  of  the  material  men  and  laboi-ers  up  there,  and  certainly 
no  local  financial  institution  would  have  approved  those  loans. 

Mr.  Patman.  Is  there  no  Avay  to  guard  against  that,  Dr.  Fisher? 
Can  you  not  make  rules  and  regulations  that  will  ])rovide  against  it? 
Mr.  Fisher.  If  there  is  a  small  house  built  under  title  I,  a  new 
house,  it  has  to  comply  with  certain  minimum  standards  which  we 
have  established,  and  the  lending  institution  must  certify  to  us  that 
it  conforms  with  those  standards 

Mr.  Patmax.  That  Avould  disclose  any  irregularity. 
Mr.  Fisher.  If  it  is  a  repair  or  modernization  loan  on  an  existing 
structure,  then  the  institution  only  has  to  certify  to  us  that  the  pro- 
ceeds of  the  note  were  used  to  modernize  or  repair  a  property. 
Mr.  Patman.  That  seems  rather  loose  to  me.     Does  it  not  to  you  ? 
Mr.  Fisher.  Well,  Congressman,  we  have  tried  our  best  to  admin- 
ister the  act  in  the  way  in  which  we  thought  Congress  wishe<l  it  to 
be  administered. 

Mr.  Patmax.  Take  a  case  like  the  roofing  case  there,  I  can  see 
where  that  opens  all  kinds  of  opportunities  for  graft  and  corrup- 
tion— and,  after  all,  there  is  some  of  that  going  on  in  most  any  line 
of  business. 

Mr.  Fisher.  We  have  found  some  of  it  in  connection  with  title  I, 
and  turned  the  cases  over  to  the  Department  of  Justice  for  prosecu- 
tion. 

Mr.  Patman.  Well,  are  they  entitled  to  be  prosecuted^  If  they 
want  to  value  their  labor  at,  say^  $25  a  day,  and  their  roofing  at  two 
or  three  prices,  and  you  accept  it,  how  can  you  prosecute  them  for  it  ^ 

Mr.  Fisher.  Not  unless  there  is  fraud. 

Mr.  Patman.  How  would  there  be  fraud? 

Mr.  Fisher.  I  say,  unless  there  is  fraud.  If  there  is  not  fraud,  we 
cannot  prosecute  them. 

Mr.  Patman.  I  think  something  ought  to  be  done  to  correct  that. 
^  Mr.  Ferguson.  How  can  you  avoid  the  man  putting  in  his  labor  at 
$25  a  day  unless  we  inspect  each  one  of  these  loans  i 

Mr.  Patman.  Well,  even  if  inspection  is  required,  it  occurs  to  me 
it  would  be  justified  to  prevent  wholesale  graft  and  corruption. 

Miss  Sumner.  Mr.  Chairman,  Congressman  O'Toole  mentioned  to 
me  some  amendment  that  he  has  in  mind  in  regard  to  having  labor 
employed  at  the  prevailing-wage  scale,  and  he  remarked  (hat  it  was 
common  knowledge  that  W.  P.  A.  labor  is  used  on  these  contracts 
Is  that  true.  Dr.  Fisher?     I  shcmld  like  to  hear  your  comment  on  that 

Mr.  Fisher.  We  have  never  found  such  a  case.  There  doubtless 
have  been  cases  in  which  people  have  been  taken  off  of  W  I'  A  rolls 
and  put  to  work  doing  these  jobs;  but  we  have  no  record  Of  the  tv])e 
of  labor  used  on  the  projects. 

Mr.  Brown.  Well,  I  know  some  of  the  best  carpenters  in  the  coun- 
try have  been  out  of  employment  and  had  to  seek  emi)lovment  with 
theW.  P.  A.  '     • 
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off^f  fvffr^o/  nT  °°  ^°"bt  that  many  people  have  been  taken 

'rif   n  ^"""^  *"*  *''®^  projects? 

«et  tL  n^lJf ^'''  ^^"*'Tfi"'  1^  ^^"''^  ''«'"^*^d  *"  a^ljou™  in  time  to 
f^tion  wf^JiT^  ""  °*  ";^  "*'"'^  **^''  morning,  Ind  ^vithout  ob- 
^  Mr    Z         «d]ourn  now  to  meet  at  10: 30  Monday  morning. 

shonlH  iflT'*-  wvi  .S^'u'™^"'  ^^°'^  ">«  committee  adjourns.  I 
should  like  to  ask  that  I  be  given  an  opportunity  to  complete  my  reply 

The  S»«?  Jv'°" ',rK''*''?"  ^^'^  "^^'^  t«  the  $6,OOo/ooK 
/^^^l  ^*"l!r'" '^  Siven  that  opportunity. 
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MONDAY,  MARCH  6,   1939 

House  of  Eepresentatives, 
Committee  on  Banking  and  Currency, 

Washington^  D.  C. 

The  committee  met,  pursuant  to  notice,  for  further  consideration 
of  H.  R.  3232,  Hon.  Henry  B.  Steagall  (chairman)  presiding. 

Present :  Messrs.  Steagall,  Williams,  Spence,  Ford,  Brown,  l-at- 
man,  Barry,  Gore,  Mills,  Folger,  Wolcott,  Gifford,  Luce,  Crawford, 
Simpson,  Johnson,  Kean,  Sumner,  Miller.  x^     t^-  i_ 

The  Chairman.  The  Committee  will  come  to  order.  Dr.  l^isher 
will  you  come  around,  please  ? 

Dr.  Fisher.  Yes,  sir. 

STATEMENT  OF  DR.  ERNEST  M.  PISHER,  ECONOMIC  ADVISOR, 
FEDERAL  HOUSING  ADMINISTRATION— Resumed 

The  Chairman.  Dr.  Fisher  and  Mr.  Ferj^uson  are  here  for  the 
purpose  of  further  discussion  of  this  bill. 

Mr.  Wolcott.  Mr.  Chairman,  I  think  Dr.  Fisher  was  to  get  some 
figures  and  put  them  in  the  record.  I  understand  they  were  available 
Thursday  or  Friday  when  I  was  not  here,  and  he  kindly  deferred 
putting  them  in  until  today.  I  think  the  other  day  you  testified  as 
to  the  amount  of  insurance  in  force  at  the  present  time,  and  you 
were  to  get  the  figures  on  the  total  number  of  pending  applications 
and  the  aggregate  amount  of  pending  applications.    I  believe  that 

was  it.  1  -r^      1  1      -r-r  • 

Dr.  Fisher.  Yes,  sir.  Under  section  203  the  Federal  Housing 
Administration  has  accepted  for  insurance  $1,704,000,000.  Commit- 
ments have  expired  in  the  amount  of  $176,000,000,  leaving  net  paying 
premium  mortgages  and  firm  commitments  outstanding  as  of  De- 
cember 31,  1938,  totaling  $1,528,000,000  under  section  203.  At  that 
same  date  the  number  of  mortgages  in  process  of  examination  in  our 
office,  which  you  asked  me  to  provide,  was  31,419  mortgages  in  the 
amount  of  $144,000,000,  making  a  total  insured,  firmly  committed  or 
in  process  of  examination  under  section  203  on  December  31,  1938,  of 
$1,672,000,000. 

Under  sections  207  and  210  we  have  insured  or  firmly  committed  on 
$116,000,000,  and  we  have  under  examination  $55,000,000,  or  a  total 
of  $171,000,000  under  examination,  insured  or  firmly  committed.  So 
that,  the  grand  total  of  mortgages  insured,  firmly  committed,  or  in 
process  in  our  offices  is  $1,843,000,000  as  of  December  31,  1938.  These 
data  I  want  to  present  in  connection  with  the  question  which  Con- 
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gressmaii  Wolcott  asked  with  respect  to  the  ])roposal  to  increase  the 
authorization  of  tlie  Administrator  to  insure  outstanding  balances  up 
to  '$6,000,000,000.  We  can  cut  about  $100,000,000  off  of  this  for 
amortization  or  prepayments  of  mortgages  which  have  been  insured 
and  for  mortgages  which  have  been  discharged. 

We  feel  that,  within  the  next  calendar  year,  applications  will  be 
received  on  new  small  home  construction  for  an  amount  in  excess  of 
$1,000,000,000  under  section  203,  and,  while  it  is  very  diiHcult  to  antici- 
pate what  will  be  received  under  sections  207  and  210,  we  have  esti- 
mated that  would  be  in  the  neighborhood  of  $400,q00,000.  So  that 
probably  by  the  end  of  the  next  fiscal  year  we  will  api)roach  the 
point  where  the  mortgages  insured,  fiimly  connnitted  or  in  process 
of  examination  will  reacli  or  approach  the  authorization  of  $3,000,- 
000,000.  Therefore  we  faced  the  necessity  of  making  some  decisions 
w^itii  res|)ect  to  the  amount  that  we  should  request  as  an  expansion  of 
the  total  amount  that  could  be  insured.  As  I  indicated  in  my  pre- 
vious testimony  we  have  placed  rhe  amount  proposed  arbitrarily  at 
$6,000,000,000,  or  $3,000,000,000  additional,  in  the  belief  that  that 
would  probably  re])resent  the  amount  which  would  fix  the  celing  of 
the  operaticms  of  the  Achninistration.  I  have  already  referred  to 
some  of  the  data  which  we  took  into  consideration  in  fixing  that 

amount. 

I  have  other  data  I  should  like  to  present  now.  It  is  estimated 
by  the  Federal  Home  Loan  Bank  Board  that  about  $17,000,000,000 
in  mortgage  indebtedness  is  now  outstanding  on  one-  to  four-family 
houses.  If  we  include  also  the  outstanding  indebtedness  on  other 
than  one-  to  four-family  houses,  the  indebtedness  on  residential  prop- 
erties in  the  United  States  is  considerably  in  excess  of  this  amount. 
We  have  loans  carried  on  apartments  and  muhi-family  structures, 
and  probably  if  mortgages  on  these  structures  were  included  it  would 
not  bv'  an  exaggeration  to  say  that  the  amount  outstanding  would  be 
incivased  by  between  50  andlOO  percent;  so  that  the  total  amount  of 
indebtedness  outstanding  on  residential  property  is  probably  between 
$25,000,000,000  and  $35,000,000,000. 

Mr.  WouciYTV.  On  what  do  you  base  your  estimate  that  you  will 
do  over  $1,000,000,000  worth  of  business  during  the  next  year?  Dur- 
ing the<  4  years  which  you  have  been  operating  you  have  done  $1,- 
650w000,00d  worth  of  business.  Now,  that  is  quite  an  increase  in 
business.  It  is  about  a  300-percent  increase  in  business  over  any 
other  one  year,  is  it  not? 

Dr.  Fisher.  During  the  i)ast  calendar  year  we  had  mortgages  pre- 
sented to  us  and  selected  for  appraisal  in  excess  of  $1,000,000,000 
under  secticm  203.  The  rate  at  which  our  business  has  been  increas- 
ing during  the  past  year  and  the.  indications  of  an  increase  during 
the  current  calendar  year  over  the  past  calendar  year,  although  they 
are  tenuous  at  the  moment,  lead  us  to  believe  that  our  volume  of» 
business  during  the  next  calendar  year  will  be  as  great  as  it  was  last 
vear.  and  probably  gi-eater.  The  estimates  of  those  who  have  studied 
ihe  rate  of  building  indicate  a  considerable  increase  in  the  amount  of 
i-esidential  building  will  occur  during  the  current  calendar  year  over 
tlie  last  calendar  year. 

Mr.  WoLCOTT.  iHow  much  do  yoii  anticipate  will  be  paid  on  these 
insured  mortgages  on  principal  during  the  next  year,  the  outstanding 
mortgages? 
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Dr.  Fisher.  It  would  be  about  $75,000,000,  or  possibly  moie  if  we 
include  prepaid  mortgages. 

Mr.  Wolcott.  This,  as  I  undei-stand  it,  is  now  a  revolving  fund. 

Dr.  Fisher.  That  is  correct ;  yes,  sir. 

Mr.  WoLCOTT.  And  with  a  $6,000,000,000  ceiling  you  can  do  several 
times  that  much  business. 

Dr.  Fisher.  Over  a  period  of  years ;  yes,  sir. 

Mr.  WoLcoTT.  And  you  say  that  within  the  next  year  or  so  tha 
home-mortgage  indebtedness  will  be  approximately  $24,000,000,0001 

Dr.  Fisher.  At  the  present  time,  it  is  indicated  that  the  outstand- 
ing indebtedness  on  one-  to  four-family  homes  is  about  $17,000,- 
000,000,  and  my  statement  w^as  that  if  we  include  the  more  than  the. 
one-  to  four-family  houses  it  probablv  stands  now  at  between  $25,- 
000,000,000  and  $35,000,000,000. 

Mr.  WoLCOTT.  Then  we  can  take  the  figure  of  $17,000,000,000.  This 
would  enable  the  Federal  Housing  Administration  to  c(mtix)l  more 
than  one-third  of  the  outstanding  mortgage  indebtedness  in  the  United 
States  on  properties  of  less  than  four-family  units. 

Dr.  Fisher.  If  all  our  business  was  in  that  range,  yes,  sir;  but 
some  of  our  mortgage  business  covers  properties  of  more  than  four 
families — multifamily  structures. 

Mr.  WoLCOTT.  I  assume  that  it  does.  It  would  give  you  jurisdic- 
tion and  control  over  fully  25  percent  of  the  mortgage  indebtedness 
in  the  United  States? 

Dr.  Fisher.  Yes,  sir. 

Mr.  WoLCon^.  Home  mortgage  indebtedness  in  the  United  States? 

Dr.  Fisher.  I  assume  between  25  and  30  percent. 

Mr.  WoLCOTT.  With  this  revolving  fund,  over  a  period  of  years 
it  might  give  you  an  opportunity  to  control  one-third  and  possibly 
half  of  it,  might  it  not  ? 

Dr.  Fisher.  It  might,  yes,  sir;  one-third  or  a  half  of  that  |)ortion 
of  the  indebtedness  which  was  created  during  a  calendar  year. 

Mr.  WoLCOTi\  I  have  been  thinking  along  these  lines.  Is  there 
any  attempt  on  the  part  of  the  Federal  Housing  Administration  to 
control  the  interest  rates  on  home  financing? 

Dr.  Fisher.  The  Federal  Housing  Adminisiration  fixes  a  maximum 
interest  rate  on  those  mortgages  which  it  will  in>nre  under  the  act. 

Mr.  WoLCOTT.  Then,  of  course,  if  you  controlled  a  large  portion  of 
the  home  mortgage  indebtedness,  you  would  set  certain  standards 
for  financing  home  indebtedness  ? 

Dr.  Fisher.  I  should  not  want  to  quibble  about  the  word  ''control." 
If  we  offered  our  facilities  to  extend  to  one-third  of  the  market,  we 
should  be  effective  in  the  market  in  influencing  interest  rate.s  and 
terms  of  mortgage  financing. 

Mr.  WoLcoTT.  And  this  committee  has  got  to  determine  whether 
it  is  advisable. 

Dr.  Fisher.  Yes,  sir. 

Mr.  WoLcoTT.  We  have  to  determine  whether  it  is  advisable  for 
this  Government  to  insure  more  than  one-third  of  the  home  mort- 
gages in  this  Nation  and  thereby,  perhaps  exercise  control  over  all 
home  financing.  I  think  we  have  a  very  fundamental  question  before 
us,  and  that  is  why  I  want  to  go  so  deeply  into  this  recommendation 
of  yours  that  your  authorization  be  increased  to  $6,000,000,000.  Thei-e 
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.must  be  something  behind  tliat  otlier  than  the  expectancy  of  your 
voJume  of  business  durin<?  tlie  next  year. 

Dr.  Fisher.  Yes,  sir;  that  is  correct. 

Mr.  WoLcoTT.  We  will  be  in  session,  I  tliink,  next  vear.  If  nothino- 
happns  to  the  Constitution  in  the  meantime,  Congress  will  be  in 
session  next  year,  and  I  am  of  the  opinion  that  we  ouffht  to  feel 
our  way  along  a  little  bit.  ^ 

Dr.  Fisher.  That  is  certainly  the  prerogative  of  the  committee  and 
Congress  to  deternnne.  I  wanted  to  make  it  perfectly  clear  that,  in 
asking  for  this  amount  we  were  controlled  primarily  by  the  consider- 
^*^^"^,  f?^^^'^  pointed  out  to  you,  and  also  by  one  otlier  to  which  I 
should  like  to  call  your  attention.  The  Federal  Housing  Administra- 
tion is  set  up  as  a  Nation-wide  organization  to  extend  its  facilities 
to  the  people  throughout  the  United  States,  and  that  task  requires 
the  establishment  and  maintenance  of  an  organization  which  covers 
the  entire  country.  With  an  outstanding  mortgage  indebtedness 
insured  of  $6,000,000,000,  we  believe  that  the  amortizhig  of  those 
mortgages  will  give  us  a  sufficient  volume  of  business  to  maintain  an 
economical  organization.  To  be  specific,  if  we  had  an  outstanding 
insured  mortgage  indebtedness  of  $6,000,000,000,  we  would  probably 
get  a  turn-over  of  that  indebtedness  once  every  10  or  15  years  on 
an  average. 

Mr.  WoLcoiT.  That  same  thing  would  apply,  of  course,  to  every 
activity  of  the  Government. 

Dr.  Fisher.  Yes,  sir. 

Mr.  WoLCOTT.  If  we  expanded  all  of  our  activities  and  got  a  tre- 
mendous volume  in  terms  of  money  and  return  on  investment  then 
of  course,  our  profits  would  be  that  much  greater.  That  contem- 
plates, of  course,  another  question  as  to  whether  or  not  the  Federal 
Government  wants  to  go  into  the  competitive  business  of  iinancino- 
all  kinds  of  industrial  and  business  and  agricultural  activity.  I 
think  we  are  confronted  with  a  policy  as  to  whether  or  not  we  want 
to  continue  that.  Now,  it  is  true  that  if  you  are  making  any  profit 
at  all  you  will  make  more  on  a  larger  volume,  but  is  it  advisable  for 
the  Federal  Government  to  go  into  this  business  in  competition  with 
investments  aggregating  billions  of  dollars,  possibly  to  the  prejudice 
of  those  investors?  While  the  Government  is  making  money  on 
volume,  what  is  happening  to  the  ])rivate  investments  in'^real  estate^ 
Wliat  I  want  to  guard  against,  if  possible,  is  the  Government  con- 
trolling the  credit  structure  of  this  Nation,  whether  it  be  in  home 
financing  or  business  or  industry  or  foreign  loans,  and,  in  the  next 
place,  I  want  to  assure  myself  that  this  Government  is  not  under- 
taking an  activity  which  might  result,  eventually,  in  the  liquida- 
tion of  so  much  contingent  liability  as  to  destroy  the  Goverimient 
Itself. 

Now,  what  would  happen  if  you  have  outstanding  $6,000,000,000 
m  insured  loans,  and  something  should  happen  to  the  real-estat« 
niarket,  as  it  has  in  years  gone  by,  forcing  the  liquidation  of  many 
of  these  properties?  The  Government  would  have  to  lose  because 
your  reserve  fund  is  not  sufficient  to  take  care  of  it,  and  your  reserve 
fund  of  a  half  of  1  percent  is  never  going  to  be  sufficient  to  take  care 
of  your  losses.  It  is  no  more  now  than  enough  to  pay  your  current 
operating  expenses,  is  it  ? 

Dr.  Fisher.  That  is  a  long  and  difficult  question  to  answer. 
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*  Mr.  WoLCOTT.  Part  of  it  was  observation.  There  is  only  one  ques- 
tion involved,  and  that  is:  Is  your  reserve  sufficient  now  to  cover 
your  losses  and  your  operating  expenses?  I  should  say,  perhaps, 
your  anticipated  losses  and  current  operating  expenses. 

Dr.  Fisher.  Our  income  for  the  time  being  is  not  quite  sufficient 
to  pay  our  operating  costs  and  to  set  up  what  we  consider  to  be  an 
adequate  reserve  in  the  current  fiscal  year.  In  the  fiscal  year  of 
1940  we  believe  that  it  will  approach  that  point,  because  the  income 
from  premiums  on  insured  mortgages  is  recurring  income  that  comes 
in  every  year  during  the  term  of  the  mortgage.  The  largest  expense 
of  the  Administration  is  involved  in  getting  business  on  the  books, 
or  it  consist  of  costs  of  acquisition.  We  also  have  to  carry  the  bur- 
den of  the  expense  under  title  I  on  which  we  have  no  income;  but 
as  our  volume  of  business  builds  up,  and  as  the  amount  of  insured 
mortgages  increases,  our  income  increases  because  we  get  the  recur- 
ring premiums  on  the  mortgages  which  have  been  insured  in  prior 
years.  We  have  already  stated  before  this  committee,  and  I  have  no 
hesitation  in  repeating  it,  that  one-half  of  1  percent  insurance 
premium  will  be  adequate,  when  we  have  attained  another  year's 
volume  of  business,  to  support  the  expenses  incurred  in  insuring 
mortgages  and  to  set  up  an  adequate  reserve  to  meet  th6  losses  which 

we  anticipate. 

Mr.  WoLCOTT.  What  reserve  is  there  against  potential  losses? 
Have  your  administrative  expenses  exceeded  or  been  any  more  than 
equal  to  your  reserve?  Wliat  protection  will  there  be  to  the  Treas- 
ury of  the  United  States  at  the  time  of  liquidation  of  a  great  por- 
tion, or  any  portion,  of  these  loans? 

Dr.  Fisher.  The  total  operating  costs  of  the  Federal  Housing  Ad- 
ministration, including  title  I,  during  the  fiscal  year  1940,  ai-e  now 
provided  for  in  the  appropriation  bill  at  $12,500,000. 

During  the  fiscal  year  1940  our  estimated  income  is  over  $17,000,000. 
So  during  the  fiscal  year  1940  we  should  have  $4,500,000  income  in 
excess  of  our  total  operating  costs,  including  the  title  I  operating 
costs. 

Mr.  WoLCOTT.  Will  you  have  any  other  income  except  premiums 
paid  on  insurance? 

Dr.  Fisher.  Yes;  we  have  an  appraisal  fee  which  is  charged  on 
all  mortgages  accepted  for  insurance,  at  $3  a  thousand,  or  $10 
minimum,, 

Mr.  WoLcoTT.  Does  tliat  cover  the  cost  of  making  the  appraisal? 

Dr.  Fisher.  No ;  it  does  not  quite  cover  the  cost  as  indicated  cm  the 
basis  of  experience. 

Mr.  WoLcoTT.  You  can  set  that  off,  can  you  not  ? 

Dr.  Fisher.  Yes,  sir. 

Mr.  WoLCOTT.  So  you  expect  this  year  to  accumulate  in  your  re- 
serve about  $4,000,000  more  than  your  operating  expenses? 

Dr.  Fisher.  We  will  utilize  only  $9,000,000  of  our  income  for  pay- 
ment of  expenses,  because  some  of  our  expenses  are  against  title  I; 
but  we  do  not  want  to  use  the  income  from  insured  mortgages  to  pay 
operating  costs  under  title  I. 

Mr.  WoLCOTT.  How  much  do  you  anticipate  will  be  available  in 
the  reserve  fund  against  possible  losses? 

Dr.  Fisher.  During  the  next  fiscal  vear  we  expect  to  increase  our 
reserves  bv  about  $8,000,000. 
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Mr.  WoLcoTT.  How  nuu'Ii  will  you  have  in  the  ivserve,  then,  after 
deducting  your  operatinjj  expenses? 

Dr.  Fisher.  It  should  be  in  the  nei^Hiborliood  of  $;^5,0()0,000. 

Mr.  WoLcoTT.  Wh.ere  do  you  ^et  your  operating  expenses? 

Dr.  Fisher.  l^Hiere  will  we  get  tiieni? 

Mr.  WoLcoTT.  Yes. 

Dr.  Fisher.  We  get  our  operating  expenses  under  an  appropria- 
tion of  Congress  which  authorizes  us  to  spend  certain  funds  speci- 
fied in  the  appropriation  bill  from  our  income  on  mortgage  insur- 
ance, and  there  are  certain  other  amounts  which  are  appropriated 
and  placed  at  the  disposal  of  the  Administrator  by  the  Reconstruc- 
tion Finance  Corporation. 

Mr.  WoLcoTT.  How  much  of  the  reserve  fund  has  been  used  to  pay 
your  running  expenses? 

Dr.  Fisher.  At  the  end  of  1938  it  totaled  $8,000,000. 

Mr.  WoLcoTT.  Is  that  to  be  deducted  from  the  $35,000,000? 

Dr.  Fisher.  No.  sir:  that  was  tpken  from  rurrerit  income  from 
apnraisal  fees  and  premium  income. 

Mr.  Ferguson.  It  has  already  been  deducted  the  past  year. 

Mr.  WoLCOTT.  I  believe  you  said  that  your  income  was  from  tw^o 
sources,  the  premiums  paid  and  the  appraisal  fees. 

Dr.  Fisher.  That  is  correct. 

Mr.  WoLCOTT.  And  that  the  cost  of  the  appraisal  was  equal  to  or 
exceeded  the  appraisal  fee? 

Dr.  Fisher.  That  is  correct. 

Mr.  WoLcoTT.  And,  therefore,  we  can  set  that  off. 

Dr.  Fisher.  Yes,  sir. 

Mr.  WoLCOTT.  So  that  your  income,  for  all  other  purposes  is  from 
the  payment  of  premiums? 

Dr.  Fisher.  Yes,  sir. 

Mr.  Woi.coTT.  And  you  have  also  said,  if  I  understood  you  cor- 
rectly, that  the  amount  received  through  the  receipt  of  premiums  was 
insufficient  to  pay  your  operating  loss? 

Dr.  Fisher.  No,  sir. 

Mr.  WoLCOTT.  And  yet  you  say  you  have  a  $35,000,000  reserve  ? 

Dr.  Fisher.  No,  sir ;  I  am  afraid  I  gave  you  the  wrong  impression. 
The  total  income,  including  appraisal  fees  and  premiums  paid,  has 
not  been  in  the  past  sufficient  to  pay  our  operating  cost  and  to  set  up 
what  the  Bureau  of  the  Budget  and  the  Appropriations  Committee 
have  thought  to  be  desirable  to  set  up  in  reserve.  During  the  calen- 
dar year  1940,  it  is  anticipated  that  that  income  will  be  sufficient  to 
pay  our  costs  under  mortgage  insurance,  and  to  set  up  some  reserve, 
but  not  quite  sufficient  to  meet  our  operating  costs  and  to  set  up  an 
adequate  reserve. 

Mr.  WoLCOTT.  Have  you  any  reserve  now? 

Dr.  Fisher.  We  have  about  $24,300,000  in  reserve,  and  this  is  be- 
ing increased  both  by  our  income  from  appraisal  fees  and  premiums, 
and,  of  course,  the  other  source  of  income,  which  I  forgot  to  mention, 
which  is  the  interest  on  the  investments  of  the  reserve  funds. 

Mr.  WoLcxxrr.  Have  you  used  any  part  of  the  premiums  to  pay  your 
operating  cost? 

Dr.  Fisher.  About  $8,000,000  of  premiums  and  appraisal  fees  have 
been  used  to  pay  operating  costs. 
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Mr.  WoLcoTT.  That  is  reimbursed  to  you  by  Congress  and  you  will 
have  in  the  neighborhood  of  $35,000,000? 

Dr.  Fisher.  No,  sir.  We  will  have  in  the  neighborhood  of  about 
$35,000,000  at  the  end  of  the  fiscal  year  1940.  If  we  use  $9,000,000 
of  our  income  during  the  next  fiscal  year  for  payment  of  expenses 
and  will  have  paid  at  the  end  of  this  current  fiscal  year  $10,000,0(K) 
($8,000,000  of  which  had  been  paid  at  December  31,  1938)  it  will 
make  $19,000,000  expenses  which  will  have  been  paid  out  of  our 
income,  and  our  reserve  out  of  that  same  gross  income  wdll  have 
attained  about  $35,000,000. 

Mr.  WoLcoTT.  What  has  been  3^our  total  operating  cost  since  you 
have  started? 

Dr.  Fisher.  I  am  sorry,  Mr.  Wolcott.  I  do  not  have  that  figure 
here  with  me.    I  should  not  like  to  give  an  estimate. 

Mr.  Wolcott.  Can  you  put  that  in  the  record  ? 

Dr.  Fisher.  Yes,  sir. 

Mr.  Wolcott.  That  operating  cost  should  include  the  amount  which 
you  have  paid  for  appraisals.  Now,  can  you  also  tell  us  how  much 
you  will  receive  through  premiums? 

Dr.  Fisher.  Yes,  sir. 

(The  statement  referred  to  is  found  in  the  proceedings  for  Tues- 
day, March  7.) 

Mr.  Wolcott.  As  I  understand  your  testimony  the  amotmt  which 
you  have  received  for  premiums  w'lll  not  exceed  very  much  the 
amount  you  have  paid  out  in  operating  cost? 

Dr.  Fisher.  I  would  prefer  to  give  you  an  accurate  figure  on  that 
in  the  record,  but  it  is  very  likely  that  that  is  the  case. 

Mr.  Wolcott.  I  wonder  if  you  will  put  in  the  record  your  total 
operating  costs,  and  oii'set  against  that  the  total  amount,  that  is,  in- 
cluding your  appraisal  fees,  which  you  have  received  directly  from 
the  Congress? 

Dr.  Fisher.  Yes,  sir. 

Mr.  Wolcott.  And  also  the  amount  which  you  have  received 
through  premiums. 

Dr.  Fisher.  Yes,  sir ;  I  shall  be  glad  to  do  that. 

(The  statement  referred  to  is  found  in  the  proceedings  for  Tues- 
day, March  7.) 

Dr.  Fisher.  However,  I  would  like  to  make  this  comment  on  this 
statement  when  it  appears  in  the  record,  that  the  cost  of  this  acquisi- 
tion of  business,  that  is,  the  cost  of  getting  these  insured  mortgages 
on  our  books,  is  the  largest  cost  of  operation  which  we  sustain  in 
connection  with  an  insured  mortgage.  It  is  the  largest  element  in 
our  cost  of  doing  business.  That  is  already  incurred  at  the  time 
the  business  is  done ;  but  our  income  is  deferred ;  and  on  the  business 
which  we  have  down  to  date,  we  have  a  deferred  income  which  will 
be  coming  in  for  the  next  15  or  20  years.  Therefore,  a  direct  com- 
parison of  the  current  year's  exjDenditures  against  the  current  year's 
income  must  be  accepted  w^ith  some  modification,  with  some  under- 
standing. 

Mr.  Wolcott.  That  is  why  I  asked  you  to  go  back  and  pick  ui> 
where  you  started  4  years  ago. 

Dr.  Fisher.  Yes,  sir. 

Mr.  Wolcott.  How  many  employees  have  you  now  including  your 
officers  and  field  men? 
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Dr.  Fisher.  About  forty-one  liiindrecl,  including  those  in  the  field 
offices. 

Mr.  WoLcoTT.  If  you  increase  your  volume  of  business  to  insure 
$6,000,000,000  in  mortgages  do  you  anticipate  that  it  is  going  to  be 
necessary  to  increase  your  personnel  ? 

Dr.  FiSHEK.  Our  personnel  needs  do  not  inci-ease  directly  in  pro- 
portion to  the  volume  of  business  we  do.  If  we  do  more  than  a  bil- 
lion dollars  of  business,  that  is,  mortgages  selected  for  appraisal 
during  the  next  calendar  year  or  fiscal  year,  we  might  have  to  have 
some  increase,  perhaps,  in  certain  field  personnel,  but  we  have  found 
as  our  business  increases  that  we  reach  a  point  where  our  operations 
are  more  economically  |)erformed,  and  that  is  the  point  I  was  trying 
to  make  in  respect  to  the  $6,000,000,000.  If  at  that  time  the  $6,()00,- 
000,000  were  turned  over  about  once  in  10  years,  we  would  be  doing 
an  average  annual  volume  of  about  $600,000,000,  and  with  a  turn- 
over of  15  years  we  would  be  doing  a  volume  each  year  of  approxi- 
mately $450,000,000,  and  we  believe  that  we  can  ox)eiate  economically 
on  that  basis. 

I  want  to  refer  again,  however,  to  part  of  your  question  with 
respect  to  losses  to  the  Treasury,  and  if  I  may  presume  to  do  so,  I 
should  like  to  compliment  you  on  the  expression  which  you  used  the 
other  day  with  respect  to  the  "potential  contingent"  liability  of  the 
Treasury.  The  liability  of  the  Treasury  is  in  connection  with  the 
debentures  issued  by  the  Federal  Housing  Administration,  and  is 
not  on  the  total  amount  of  mortgages  insured.  The  total  amount 
of  mortgages  insured  is,  therefore,  technically  only  a  potential  con- 
tingent liability.  I  do  not  think  there  is  anyone  who  would  contend 
that  all  of  the  mortgages  which  are  insured  are  going  to  be  fore- 
closed. When  mortgages  are  foreclosed,  the  property  is  transferred 
to  the  Administrator.  The  Administrator  takes  over  an  asset  when 
he  assumes  a  liability;  and  that  liability  is  the  liability  of  the 
mutual-mortgage-insurance  fund  and  a  contingent  liability  of  the 
Treasury. 

We  have  tried  to  make  the  most  realistic  estimates  possible  on  an 
actuarial  basis  of  what  the  contingent  liability  of  the  Treasury  is 
likely  to  be.  I  do  not  want  to  take  up  the  time  of  the  committee  to 
go  into  those  calculations  in  detail,  but  there  are,  if  I  remember  cor- 
rectly, 14  assumptions  which  we  have  to  make,  on  which  we  have 
only  some  corroborating  data,  and  on  the  basis  of  those  estimates, 
as  realistic  as  we  can  make  them,  we  are  confident  that  the  half  of 
1  percent  premium  income  should  enable  us  to  meet  our  operating 
costs  and  all  of  the  losses  which  will  be  sustained  on  account  of  prop- 
erties taken  over. 

Bear  in  mind,  gentlemen,  that  where  pro])erty  is  taken  over,  the 
Administrator  issues  the  debenture  which  is  due  and  payable  3  years 
after  the  original  maturity  of  the  mortgage.  That  gives  the  Admin- 
istrator time  to  hold  properties  until  market  conditions  make  it  pos- 
sible to  realize  a  reasonable  amount  from  them. 

Now,  one  of  the  14  assumptions  that  had  to  be  made  in  connection 
with  the  actuarial  calculations  was  an  assumption  with  respect  to 
the  price  at  which  we  will  dispose  of  the  property.  We  made  the 
assumption  that  we  would  dispose  of  the  property  at  an  average  price 
of  60  percent  of  the  appraised  value.  That  figure  w^as  based  on  all 
of  the  data  that  we  could  find,  which  applied  to  the  subject,  and  then 
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we  calculated  what  loss  we  would  sustain  in  connection  with  each 
mortgage  foreclosed  in  each  year  of  life  at  that  figure.  It  came  out 
at  a  little  over  15  or  16  percent  of  the  amount  of  the  mortgage.  We 
w^ere  really  pleased  to  find  that  the  experience  of  the  H.  O.  L.  C.  to 
date  has  represented  a  loss  which  is  a  little  bit  less  than  the  average 
loss  which  we  calculated  to  take  on  insured  mortgages  which  were 
foreclosed. 

There  has  been  some  other  corroborative  evidence  that  has  accumu- 
lated to  date  with  respect  to  our  losses,  so  that,  possibly,  the  liability 
of  the  Treasury  even  in  a  period  of  very  much  depressed  prices  in 
real  estate  might  well  be  a  remote  contingent  liability ;  and,  of  course, 
the  liability  with  respect  to  the  total  amount  of  mortgage  insurance 
is  only,  as  you  properly  characterized  it  the  other  day,  a  potential 
contingent  liability. 

Mr.  WoLcoiT.  I  think  I  used  the  expression  because  I  realized  that 
we  could  repudiate  this  insurance  if  we  wanted  to,  but  possibly  Con- 
gress would  make  appropriations  to  cover  the  loss.  That  is  why  I 
used  the  term  "potential  contingent"  liability. 

As  I  view  it  now  we  have  set  up  the  machinery  for  the  financing, 
or  the  insurance  of  the  financing  of  more  than  50  percent  of  the 
home-building  mortgages  in  the  United  States,  depending  upon  the 
activity  of  the  agency.  We  set  up  the  Federal  Housing  Adminis- 
tration. You  have  asked  us  to  go  up  as  high  as  $6,000,000,000  against 
a  total  indebtedness  of  $24,000,000,000  which  includes  multiple  dwell- 
ings of  over  four  apartments.  We  have  set  up  the  National  Mortgage 
Associations,  which  do  a  Nation-wide  business,  rediscounting  home 
and  apartment-house  indebtedness,  limited  only  by  the  amount  of 
their  capital,  which  under  the  law  is  not  limited.  We  have  put  no 
cellar  under  that,  and  put  no  ceiling  over  it.  So,  it  is  possible  under 
the  authorizations  of  the  Congress  for  the  Government  of  the  United 
States  to  control  from  50  to  75  percent  of  the  home  mortgages  of  the 
Nation.  I  wonder  if  we  should  do  that.  I  do  not  ask  you  to  answer 
that  question,  because  it  is  a  matter  of  policy  which  we  have  to 
figure  out. 

Then,  there  is  another  question  that  comes  to  me.  In  view  of  the 
possible  recommendations  of  the  President  with  respect  to  the  con- 
solidation of  all  of  our  housing  activities,  and  I  assume  that  the 
President  has  determined  already  whether  it  is  advisable  to  consoli- 
date the  Federal  Housing  Administration  and  the  Home  Loan  Board 
and  the  Home  Owners'  Loan  Corporation  and  the  United  States 
Housing  Administration  and  all  of  those  activities  under  one  head, 
is  there  any  estimate  in  your  department  of  the  possible  savings  to 
the  Government  in  operating  costs  should  that  be  accomplished? 

Dr.  Fisher.  I  do  not  believe  we  have  made  such  an  estimate. 

Mr.  WoLcoTT.  The  number  of  personnel  in  your  Department  is 
4,100.    Do  you  know  what  it  is  in  Mr.  Straus'  Department  ? 

Dr.  Fisher.  No  ;  I  do  not. 

Mr.  WoLCOTT.  Do  you  know  what  it  is  in  the  Home  Owners'  Loan 
Corporation  or  the  Federal  Home  Loan  Board  ? 

Dr.  FiSHFR.  No,  sir;  I  do  not  know. 

The  Chairman.  Did  not  the  President,  in  one  of  his  messages, 
discuss  the  matter  of  the  economies  that  might  be  effected  by  reor- 
ganization? 
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Mr.  WoLCOTT.  Yes,  he  did,  and  I  anticipate  that  reorganization  will 
be  for  the  purpose  of  increasing  efficiency  as  well  as  savings,  and  the 
President,  in  any  program  which  he  submits,  must  make  an  estimate 
of  the  saying.  We  are  going  to  consider  that  very  shortly  and  I 
have  in  mind  that  probably  he  had  completed  all  of  the  detail  work, 
and  that  this  official  might  be  able  to  give  us  the  benefit  of  any  advice 
that  has  been  given  to  the  President  in  that  respect  if  it  was  not 
of  a  confidential  nature. 

Dr.  Fisher.  As  far  as  I  know  we  have  not  been  asked  to  make  any 
such  estimate. 

Mr.  GiFTORD.  Did  you  read  the  H.  O.  L.  C.  testimony  by  Mr. 
Fahey  ?    He  wants  us  to  discontinue  this  business. 

Dr.  Fisher.  I  believe  he  so  testified  before  the  Senate  coiuniittee 
last  week. 

Mr.  Ford.  Mr.  Fisher,  you  say  that  there  is  a  potential  or,  at  least. 
a  remote  possibility  of  a  loss  of  16  percent  on  all  of  the  mortgages 
you  have  made.  That  would  be  primarily  on  home  construction.  *'ls 
that  not  rather  high  compared  to  the  amount  of  16  percent  loss  on 
old  properties  where  the  depreciation  is  considerably  accelerated  by 
reason  of  the  age  of  the  property  ? 

Dr.  Fisher.  No,  Congi-essman  Ford,  the  statement  I  wished  to 
make  was  that  we  had  made  certain  assumptions  for  our  actuarial 
calculations  in  connection  with  properties  acquired — not  all  moi-t- 
gages  insured.  We  tried  to  be  conservative  in  those  assumptions. 
After  we  had  made  those  calculations  and  made  those  assumptions, 
we  found  from  our  figures  with  respect  to  our  estimated  losses  to  the 
mutual  mortgage  insurance  fund,  that  if  we  had  erred,  Ave  must  have 
erred  upward,  because  our  loss  figures  out  at  about  the  figure  per 
propei-ty  that  has  been  realized  by  the  H.  O.  L.  C,  and  we  hope 
over  a  long  period  of  operation  to  realize  losses  less  than  that. 

Mr.  Ford.  It  is  putting  16  percent  as  the  maximum  or  ceiling? 

Dr.  Fisher.  We  set  that  up  as  our  assumption  with  respect  to  loss. 
We  found  that  it  struck  within  a  very  narrow  range  of  the  losses 
that  have  been  sustained  by  the  H.  O.  L.  C. 

Mr.  Ford.  I  would  say,  in  view  of  the  fact  that  at  least  one-half  of 
your  losses  would  be  realized  on  new  property,  that  you  would  get  a 
larger  percentage  of  the  mortgage  value  back  on  a  new  property  than 
on  an  old  property.  Therefore,  your  percentage  of  recovery  ought 
to  be  considerably  in  excess  of  what  it  would  be  in  the  H.  O.  L.  C., 
because  their  properties  are  all  old  properties,  and  they  have  taken 
vast  depreciations  already. 

Dr.  Fisher.  We  believe  it  will  be,  and  the  figures  I  cited  were  in 
support  of  the  feeling  we  have  that  our  assumptions  are  adequate. 

Mr.  Ford.  I  have  one  more  question,  Mr.  Fisher,  and  that  is  if,  for 
instance,  insurance  on  existing  mortgages  wei-e  eliminated  would  you 
need  a  $6,000,000,000  ceiling  for  your  operations  ? 

Dr.  Fisher.  That  question  I  cannot  answer  accurately.  I  have  not 
made  calculations  with  respect  to  it,  but  I  would  certainly  say  that 
we  ought  not  to  need  it  so  soon. 

Mr.  Ford.  Personally,  I  would  be  willing  to  let  you  have  the 
$6,000,000,000  if  it  were  confined  to  all  mortgages. 

The  Chairman.  You  mean  title  I? 

Mr.  Ford.  No;  all  titles. 
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The  Chairman.  According  to  their  calculations,  if  no  additional 
construction  is  insured  there  w^ould  be  no  need  for  that  $6,000,000,000. 
I  do  not  think  they  have  to  have  $6,000,000,000  anyhow.  I  think 
when  we  get  to  that  we  wall  be  able  to  work  it  out  in  a  way  that  will 
be  satisfactory. 

Mr.  Johnson.  Did  I  not  understand  you  to  say  the  other  day  that 
you  believed  the  F.  H.  A.  should  become  a  permanent  factor  or  func- 
tion of  the  Government  ? 

Dr.  Fisher.  I  said,  if  I  might  speak  as  a  private  citizen,  I  would 
certainly  express  that  hope,  and  it  is  obvious  from  the  testimony 
given  before  Congress  during  the  original  hearings  on  the  act  in 
1934  that  the  intention  was  to  establish  a  permanent  agency. 

Mr.  Luce.  Getting  away  from  figures  for  a  moment,  would  you 
refresh  my  memory  as  to  what  are  the  reasons  advanced  for  the  Fed-^ 
eral  Government  undertaking  to  finance  half  of  the  i*eal-estate  busi* 
ness  in  the  United  States? 

Dr.  Fisher.  In  the  first  place,  Mr.  Luce,  I  take  some  exception  to 
the  figure  of  half  of  the  indebtedness  on  real  estate  in  the  country. 
I  believe  the  indebtedness  on  homes  at  the  present  time  is  as  low  as 
it  has  been  for  some  decades. 

Mr.  Luce.  The  principle  is  the  same  if  we  make  it  one-third.  I 
do  not  care  whether  you  make  it  one-third  or  one-quarter. 

Dr.  Fisher.  The  statement  I  made  befoi-e  the  committee  the  other 
day,  when  I  think  you  were  absent,  was  that  it  seems  to  me  as  a 
citizen  that  if  the  Government  can  render  the  service  to  home  owners^ 
which  we  believe  that  the  Federal  Housing  Administration  is  ren- 
dering, without  incurring  what  appears  to  be  any  final  loss  or  net  ex- 
pense to  the  Government,  the  Government  is  justified.  It  seems  to 
me,  also,  that  the  operations  of  the  F.  H.  A.  should  go  far  in  an- 
other depression  to  soften  the  shock  of  declining  real-estate  values 
and  of  frozen  assets  in  lending  institutions.  And  for  that  reason 
it  seems  to  me  it  would  be  desirable  for  the  Government  to  continue 
to  insure  mortgages. 

Mr.  Luce.  But  it  is  a  very  great  invasion  of  the  field  of  private 
enterprise.    What  differentiates  that  from  the  financing  of  industry? 

Dr.  Fisher.  I  should  wish  to  take  exception  to  the  question  of 
whether  it  is  an  invasion  of  private  enterprise.  Or,  rather,  I  should 
say  I  would  like  to  insert  in  parenthesis  that  the  insuring  operation 
is  not  the  use  of  Government  funds,  and  is  not  in  competition  with 
private  lending  institutions.  It  is  only  through  the  use  of  the  funds 
of  private  institutions  that  the  Federal  Housing  Administration  can 
operate. 

The  Chairman.  What  you  mean  is  that  it  is  operating  as  a  stimu- 
lation and  as  a  support  to  private  lending. 

Dr.  Fisher.  Thank  you,  sir.  That  is  better  than  I  could  have 
expressed  it.  That  is  the  idea  I  was  trying  to  express.  Its  peculiar 
features  are  these,  as  opposed  to  the  financing  of  industrial  property 
that  there  has  never  been  an  unbiased  source  to  which  home  omiere' 
problems  were  presented  in  connection  with  the  financing  of  their 
ownership.  They  have  gone  into  the  offices  of  builders  or  salesmen 
Who  were  selling  homes,  and  of  lending  institutions  who  were  anxious 
or  not  anxious  to  get  money  out;  and  such  advice  as  they  have  re- 
ceived in  these  places  has  been  much  that,  of  course,  was  sincere  but 
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It  has  not  been  on  a  uniform  basis  from  institution  to  institution  or 
from  salesman  to  salesman.  There  has  certainly  never  been  an  op- 
portunity for  any  market  for  moi't<?ages  outside  of  the  local  lending 
institutions  and  the  local  area  in  which  such  mortgages  originated. 
It  is  my  conviction  that  a  sound  mortgage  market  involves  an  instru- 
ment which  can  circulate  over  a  wider  area  and  which  has  some  mark 
of  quality  that  can  be  depended  upon  by  the  people  who  purchase 
such  mortgages  without  the  necessity  of  inspection  of  the  collateral. 

Mr.  Luce.  Wlien  this  movement  began  this  committee  was  in  charge 
of  the  problem,  and  it  was  urged  upon  us  that  we  should  provide  for 
the  creation  of  national  mortgage  associations.  I  remember  discuss- 
ing the  matter  on  the  floor  of  the  House.  I  told  the  House  that  I  was 
going  to  drown  my  fears  and  my  hopes,  and  go  along  with  them,  but 
we  did  not  get  any  started.  In  short,  private  enterprise  refused  to 
execute  the  job  you  are  now  doing,  and  then  the  next  step  was  to 
make  that  job  a  broader  enterprise,  because  private  enterpise  would 
not  enter  into  it,  no  private  capital  went  into  that  field.  Is  it  your 
judgment  that  it  is  wise  for  the  Government  to  invest  its  money  where 
private  enterprise  will  not? 

Dr.  FiSHEB.  I  think  in  many  cases  it  is. 

Mr.  Luce.  That  is  an  approach  to  socialism? 

Dr.  Fisher.  I  cannot  be  concerned  with  the  term  that  you  apply 
to  it,  Congressman ;  but  in  my  mind  that  does  not  represent,  neces- 
sarily. Socialism.  Of  course,  such  a  term  is  difficult  of  explanation 
anyhow. 

Mr.  Luce.  I  said  an  approach,  which  relieves  me  from  defining 
"what  socialism  is. 

Mr.  Patman.  Would  the  gentleman  yield  for  a  suggestion? 

Mr.  Luce.  Yes. 

Mr.  Patman.  If  the  gentleman's  observation  means  that  this  is  an 
approach  to  socialism,  what  about  the  creation  of  the  K.  F.  C.  in  1932 
when  loans  were  made  to  railroads,  banks,  and  insurance  companies, 
that  private  investors  would  not  invest  in? 

Mr.  Luce.  The  R.  F.  C.  is  to  terminate.  We  have  just  temporarily 
extended  its  functions,  but  here  is  a  permanent  organization  which 
would  demand  the  Federal  Government  continuing  m  that  field. 

Mr.  Ford.  You  spoke  of  these  mortgages  as  having  or  creating  a 
mortgage  market.  What  you  were  referring  to  is  this :  By  reason  of 
the  mortgage  being  insured,  it  has  a  reasonable  value,  that  gives  it 
an  element  of  fluidity  so  that  it  will  pass  from  hand  to  hand.  The 
fact  that  it  can  pass  from  hand  to  hand  by  reason  of  its  safety  gives 
it  an  element  of  liquidity,  and  because  of  that  more  money  is  turned 
over.  Therefore  you  have  three  elements  in  there  that  you  are  at- 
tempting to  establish  as  a  national  policy,  is  that  what  you  have  in 
mind? 

Dr.  Fisher.  Yes,  sir.  You  very  well  express  my  attitude,  Mr. 
Ford.  ' 

I  would  like  to  add  a  word  in  answer  to  Congressman  Luce's  ques- 
tion. In  answering  it  in  the  affinnative  I  had  in  mind  many  activi- 
ties which,  from  time  immemorial.  Government  and  other  public 
funds  have  been  put  into,  enterprises  into  which  private  funds  will 
not  go,  such  as  hospitals  for  the  needy,  homes  for  the  poor,  homes 
for  the  blind,  and  so  forth.    So,  I  will  stand  on  my  answer. 
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Mr.  Barry.  Last  year  we  adopted  a  provision  establishing  na- 
tional mortgage  associations.  Can  you  tell  me  whether  any  charters 
have  been  issued  under  that  provision? 

Dr.  Fisher.  Yes,  sir ;  a  charter  was  issued  to  the  Federal  National 
Mortgage  Association.  That  was  organized  very  soon  after  the  pas- 
sage of  the  amendments  of  1938.  That  association  is  in  operation 
now. 

Mr.  Barry.  That  association  is  operation  by  the  R.  F.  C.  ? 

Dr.  Fisher.  Yes,  sir ;  operated  by  the  R.  F.  C.  That  is,  the  capital 
was  supplied  by  that  corporation. 

Mr.  Barky.  Now,  private  individuals  have  to  contribute,  I  think, 
a  capital  of  $2,000,000  to  organize  a  private  association.  Do  you 
know  whether  anyone  has  applied  for  a  charter  under  that  provision? 

Dr.  Fisher.  So  far  as  I  know,  no  formal  applications  for  charters 
have  been  received ;  but  we  have  discussed  the  matter  with  a  number 
of  groups  who  are  interested  in  forming  a  national  mortgage 
association. 

Mr.  Barry.  Will  you  tell  me  just  what  function  that  national 
mortgage  association  will  perform  or  what  service  it  will  give  that 
is  not  being  given  now  by  private  banks  and  other  institutions? 

Dr.  Fisher.  Tlie  National  Mortgage  Association  acts  as  a  reser- 
voir or  discount  bank  for  institutions  that  originate  insured  mort- 
gages and  buys  its  mortgages  from  these  originating  institutions.  It 
uses  the  mortgages  which  are  insured  as  a  basis  for  issuing  its  own 
debentures  to  the  public.  So,  it  acts  as  a  bank  of  discount  and  as  a 
bank  for  calling  in  funds  to  invest  in  essentially  insured  mortgages, 
although  those  investments  are  made  in  the  debentures  of  tlie  Na- 
tional Mortgage  Association. 

Mr.  Barky.  As  a  matter  of  fact,  right  now  the  banks  are  compet- 
ing with  each  other  to  lend  this  money? 

Dr.  Fisher.  Yes,  sir.  There  are  two  reasons  which  I  feel  con- 
fident explain  the  reason  why  no  private  national  mortgage  asso- 
ciation has  been  organized.  The  first  is  that  there  is  not  a  large 
market  for  insured  mortgages,  because  most  originating  institutions 
are  holding  them  in  their  portfolios. 

Mr.  Barry.  And  those  who  want  to  get  rid  of  them  have  no  diffi- 
culty in  doing  so? 

Dr.  Fisher.  No.  The  difficulty  is  in  finding  someone  who  is  will- 
ing to  sell,  rather  than  someone  who  wants  to  buy. 

Mr.  Barry.  Was  there  not  fear  last  year  that  such  a  condition 
would  not  exist,  and  w^as  not  that  the  reason  for  the  creation  of  the 
National  Mortgage  Association  ? 

Dr.  Fisher.  That  may  have  played  some  part  in  it;  but  the  prin- 
cipal reason,  I  think,  for  the  organization  of  the  National  Mortgage 
Asscjciation  last  year  was  that  there  were  certain  areas  in  the  country 
that  were  not  then  getting  insured  niorgages.  Lending  institutions 
in  tliose  areas  hesitated  to  make  loans  until  there  was  an  established 
market  for  them.  They  hesitate  to  make  them  so  long  as  they  had 
to  depend  upon  private  sale,  and  selling  them  wherever  they  could 
find  a  market.  Most  of  the  mortgages  that  have  been  purchased  by 
the  National  Mortgage  Association  have  been  purchased  in  places 
that  are  not  adequately  financed  by  home  financing  institutions. 

Mr.  Williams.  The  National  Mortgage  Association  discounts 
uninsured  mortgages  also  in  that  same  connection. 
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Dr.  Fisher.  I  think  up  to  the  amount  of  their  capital,  if  they  are 
not  over  60  percent  of  the  appraised  value  of  the  property.  Jiut 
they   cannot   use   an   uninsured   mortgage   as   a   basis  for   issuing 

^Mr.  ^Wm.iAM8.  To  what  extent  have  they  discounted  uninsured 

and  insured  mortgages?     What  amount  of  business  has  the  National 

Mortfirasre  Association  done?  .  ,, 

Mr    Ferguson.  They   have   about  $80,000,000   in   mortgages,   all 

insured  mortgages.  ,         ^  •  ;i 

Mr.  Williams.  They  have  not  discounted  so  far  any  uninsured 

mortgages?  ,       ,      _  _        ,  .  ^.i,  4.  -j. 

Mr.  Ferguson.  That  is  my  information,  but  I  do  not  know  that  it 

is  strictly  accurate.    I  understand  they  have  purchased  nothing  but 

insured  mortgages.  ,.,,,.  ,  xi        •      « 

Mr.  Williams.  Is  that  an  established  policy,  or  because  there  is  no 

demand  for  the  uninsured  mortgages  ?..,..         .  ,         , 

Mr.  Ferguson.  I  think  that  is  the  policy  m  this  in  uninsured  mort- 
gages.   It  has  been  in  existence  for  a  number  of  years. 

Mr.  Williams.  The  law  provides  that  they  may  do  that? 

Dr.  Fisher.  That  is  right.  Up  to  the  extent  of  their  capital,  under 
the  law,  the  National  Mortgage  Association  may  purchase  uninsured 
mortgages  if  the  mortgage  is  approved  by  the  Administrator,  and  is 
not  in  excess  of  60  percent  of  the  appraised  value  of  ttie  property, 
up  to  the  amount  of  the  capital  of  the  association.  They  cannot, 
however,  issue  debentures  and  sell  them  to  the  public  against  unin- 
sured mortgages.  -i:  -i.  • 

Mr  Williams.  I  understand  that,  but  I  was  ]ust  wondering  if  it  is 
an  established  policy  or  whether  it  is  because  they  have  not  received 
any  demand  for  that  kind  of  mortgages.  ,    ,  ^t.         v 

Mr.  Ferguson.  I  cannot  tell  you,  Mr.  Williams,  what  the  policy 
of  the  Federal  National  Mortgage  Association  is,  because  we  have  no 
connection  with  it,  but  my  understanding  is  they  have  done  that. 

The  Chairman.  That  was  done  with  the  idea  that  that  capital 
would  be  supplied  by  private  investment.  .      ,      «         .  • 

Mr  Brown.  The  thing  that  is  worrjring  me  is  the  tinancmg  of 
mortgages  on  old  buildings.  I  wonder  if  there  should  be  any  more 
saf etruards  put  around  loans  of  this  character,  such  as  requiring  them 
to  go  first  to  local  institutions  to  see  whether  or  not  they  could  get 

the  money  there. 

Dr.  Fisher.  I  want  to  give  that  some  consideration,  Congressman 

Brown,  if  I  may.  ^     ^.  .    .        ,.^^    , 

Mr.  Spence.  Why  are  so  many  lending  associations  bitterly  op- 
posed to  the  F.  H.  A.  continuing  the  insuring  of  mortgages? 

Mr  Brown.  The  K.  F.  C.  does  not  make  any  loans  if  the  applicants 
can  obtain  funds  locally.     They  go  to  local  people  first,  and  the 
E.  F.  C.  make  the  loans  if  they  cannot  obtain  them  elsewhere. 
The  Chairman.  Without  objection  the  committee  will  adjourn  un- 

tillO:  30  tomorrow.  .  .       ^-i  x 

(Thereupon,  at  12  o'clock  noon  the  committee  adjourned  until  to- 
morrow, Tuesday,  March  7, 1939,  at  10 :  30  a.  m.) 


f^ 


K 


; 


^1  *i 


)<i 


# 


AMENDMENTS  OF  1939  TO  NATIONAL  HOUSING  ACT 


TUESDAY,  MABCH  7,  1939 

House  op  Representatives, 
Committee  on  Banking  and  Currency, 

Washington,  D,  C^ 

The  committee  met  at  10:30  o'clock,  Hon.  Henry  B.  Steagall 
(chairman)  presiding. 

Present:  Messrs.  Steagall,  Williams,  Spence,  Ford,  Brown,  Pat- 
man,  Barry,  Sacks,  Gore,  Mills,  Folger,  Wolcott,  Luce,  Crawford, 
Oamble,  Simpson,  Johnson,  Kean,  Sumner. 

The  Chairman.  Mr.  Spence,  are  you  ready  to  proceed  from  whei-e 
you  concluded  yesterday? 

Mr.  Spence.  Doctor,  I  asked  you  why  is  it  that  the  building  and 
loan  association  did  not  seem  to  be  favorably  disposed  to  insure  all 
mortgages  on  existing  construction.  What  effect  do  you  think  that 
provision  of  this  bill  will  have  upon  the  present  operations  of  the 
building  and  loan  associations?  I  might  say  further,  is  it  not  a 
fact  that  the  building  and  loan  associations  are  organized  purely  for 
the  purpose  of  lending  upon  real  estate  and  that  the  only  manner 
in  which  it  can  invest  the  money  of  the  depositing  members  under  its 
charter  is  by  means  of  real  estate,  and  does  not  this  bill  rather  stim- 
ulate lending  by  other  institutions  such  as  banks  and  other  lending 
institutions  of  that  character  that  otherwise  would  not  be  in  active 
competition  with  the  building  and  loan  association?  Doesn't  it  di- 
vert the  flow  of  mortgage  lending  from  building-loan  associations  to 
other  institutions? 

Dr.  Fisher.  I  think  that  the  representative  of  the  building  and  loan 
associations,  who  I  understand  the  committee  is  going  to  hear  will 
probably  answer  that  question  as  well  as  I  can.  ' 

Mr.  Spence.  Well,  now,  what  effect  will  it  have  upon  lendin<y  by 
banks  ?  There  seems  to  be  a  general  feeling  now  that  the  banks%vill 
not  give  the  accommodation  to  industry  that  industry  requires,  and 
if  you  furnish  another  field  for  investment  of  the  funds  of  banks 
will  that  not  further  freeze  up  the  funds  that  they  might  lend  for 
the  promotion  of  agriculture,  industry,  and  commerce,  which  was  the 
purpose  for  which  they  were  primarily  organized  I 

Dr.  Fisher.  It  does  not  seem  to  me  that  the  question  of  whether 
the  banks  lend  to  industry  is  necessarily  involved  That  is  a  very 
complicated  question.  As  I  understand  the  question,  the  problem 
of  lending  to  industry,  particularly  to  small  industry,  is  primarily 
a  problem  of  mtennediate  term  loans,  loans  that  fall  between  long- 
time investment  loans  to  industry  for  plant  and  equipment,  and  the 
short-time  loan  to  finance  production.  The  latter,  the  short-time  loan 
to  finance  production,  I  believe,  is  being  adequately  taken  care  of. 

ISl 
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But  the  3-  to  5-year  loan  that  industry  needs  for  replacement  of 
equipment  and  the  modernization  of  equipment  falls  between  the  in- 
vestment bankers'  field  and  the  field  of  the  commercial  bank.  In 
view  of  the  lar^e  assets  of  the  commercial  banks  that  are  available 
for  lending,  and  their  lending  power  in  terms  of  volume,  it  does  not 
seem  to  me  there  is  any  difficulty  in  extending  their  operations  also 
into  the  field  of  mortgages.  I  have  before  me,  for  instance,  the  num- 
ber of  savings  depositors  in  -mutual  savings  banks  and  in  national 
banks,  and  the  amount  of  deposits  in  these  institutions.  The  mutual 
savings  banks  have  13,265,000  depositors,  and  the  funds  that  they 
have  on  deposit  amount  to  about  $10,185,000,000. 

Mr.  Gore.  What  was  that? 

Dr.  Fisher.  The  mutual  savings  banks.  The  national  banks  have 
15,794,000  depositors  on  savings  passbook  account,  with  an  amount  of 
$7,102,000,000.  While  in  banks  insured  by  the  Federal  Deposit  In- 
surance Corporation,  which  includes  the  national  banks  and  all 
other  insured  banks,  there  are  34,323,000  time  depositors,  and  their 
funds  are  $14,658,000,000,  according  to  the  annual  report  of  the  Fed- 
eral Deposit  Insurance  Corporation.  These  funds  are  in  the  nature 
of  savings  and  long-time  deposits  and  do  not  include  the  short-time 
commercial  time  deposit  but  are  savings  passbook  accounts. 

In  view  of  these  vast  funds  available  for  the  purpose  of  rela- 
tively long-time  investment  on  the  part  of  banks,  it  does  not  seem 
to  me  that  the  small  volume  they  might  do  in  mortgages  would  be 
serious  in  impairing  their  power  to  lend  to  industry. 

Mr.  Spence.  What  about  mortgages  on  existing  property  which 
are  canied  by  organizations  organized  exclusively  for  the  purpose  of 
lending  on  real  estate  ? 

Dr.  Fisher.  I  don't  know. 

Mr.  Spence.  Are  there  any  other  organizations  that  are  limited 
by  their  charter  to  lending  on  real  estate  except  building  and  loan 
associations. 

Dr.  Fisher.  I  am  not  quite  sure  with  respect  to  the  provisions  in 
the  charters  of  most  building  and  loan  associations. 

Mr.  Spence.  I  mean  mortgage  associations. 

Dr.  Fisher.  There  are  some.  I  should  suspect  that  the  charters 
of  many  building  and  loan  associations  would  permit  them  to  invest 
some  of  their  funds  in  other  than  real-estate  mortgages,  though  I  am 
not  familiar  with  the  details  of  the  chartei^s  of  most  building  and 
loan  associations.  The  mutual  savings  bank  comes  as  near  to  being 
a  mortgage  bank  as  any  other  type  of  lending  institution.  I  think 
prior  to  the  depression  something  like  60  percent  of  their  assets  were 
invested  in  real  estate,  but  they  are  not  organized  solely  for  the 
purpose  of  investing  in  real-estate  mortgages.  They  did  have,  prior 
to  the  depression,  40  percent  of  their  assets  in  other  kinds  of  securi- 
ties. I  think  that  has  fallen  recently  about  60  percent  in  other  assets 
and  40  percent  in  mortgages. 

Mr.  Sacks.  Mr.  Spence,  would  you  yield  for  an  observation  on  a 
point  you  brought  up?  I  believe  that  Congress  has  been  too  good 
to  the  banks.  I  feel  it  has  all  the  responsibility  for  it.  In  1937  when 
it  organized  the  Federal  Deposit  Insurance  Corporation  the  Govern- 
ment put  up  most  of  the  money  for  the  premium,  as  we  call  it.  In 
addition  to  that  we  made  it  a  violation  of  the  law  for  anyone  to 
collect  interest  on  demand  deposits,  or  the  banks  to  pay  interest  on 
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demand  deposits.  We  saved  the  banks  about  a  quai-t^r  of  a  billion 
dollars  a  year.  We  further  fixed  it  so  that  the  interest  rates  on  time 
deposits  would  be  fixed  by  the  Board,  and  they  have  been  fixed  so 
the  banks  have  received  enormous  sums  of  money,  millions  of  dollars 
since  that  time.  Therefore,  those  savings  banks  have  not  had  the 
incentive  to  make  loans.  At  least,  to  look  for  loans  as  they  had  be- 
fore And  through  holding  large  amounts  of  Government  bonds  and 
through  service  charges  they  have  almost  become  commercial  book- 
keepers and  Government  bondholders  and  Government  bond  brokers. 
And  they  have  gone  out  of  the  banking  business  because  they  have  not 

had  the  incentive.  _  .       ,        .,-/.ni-      ^ 

Mr.  Spence.  That  is  my  idea;  if  we  give  them  this  field  for  invest- 
ment, they  would  have  an  additional  excuse. 

Mr.  Patman.  I  do  not  think  they  need  excuses. 

Mr  Fisher.  It  is  very  difficult,  of  course,  to  answer  your  question 
as  to  why  this  opposition  on  the  part  of  the  building  and  loan  associa- 
tions to  a  continuation  of  our  power  to  insure  mortgages  on  existing 
construction.  To  answer  that  question  I  should  have  to  attemi^t  to 
analyze  the  reasoning  of  officers  of  the  building  and  loan  associations, 
and  that  is  very  difficult.  .  .,     t^  i      ,  tt      • 

I  should  like  to  point  out,  however,  m  case  the  Federal  Housmg 
Administration  is  not  authorized  to  continue  to  insure  mortgages 
on  existing  construction,  then  in  most  States,  those  mortgages  which 
are  in  excess  of  66%  percent  of  the  value  of  the  existing  construc- 
tion, would  find  absolutely  no  outlet  except  the  building  and  loan 

associations.  «,.,,.  i,  -x-^ 

I  would  not  impute  to  the  officers  of  building  and  loan  associations, 
a  desire  to  obtain  a  preferred  position  in  that  field,  through  the 
limitation  of  competition  in  connection  with  the  financuig  of  exist- 
ing construction  above  66%  percent;  though  that,  I  believe,  would 
result  from  the  elimination  of  the  Federal  Housing  Administration 
from  insurance  of  mortgages  on  existing  construction. 

Just  after  the  passage  of  this  act  in  1934,  State  laws  were  amended 
in  48  States  to  permit  banks,  life  insurance  companies,  and  other 
fiduciary  institutions  to  lend  up  to  80  percent,  or  in  excess  of  the 
previous  legal  limitations,  provided  the  mortgages  were  insured  by  the 
Federal  Housing  Administration.  They  would  not  be  authorized 
to  do  so— if  the  Federal  Housing  Administration  could  not  insure 
such  mortgages. 
'     Mr.  Patman.  What  proportion  of  the  existing  mortgages  are  over 

662/.,  percent?  .,         t  ^  .  a  .^    ^ 

Mr.  FisiiER.  I  have  not  any  idea.  I  have  not  any  figures  that 
would  indicate  that.  I  feel  quite  confident  that  those  properties 
which  are  transferred  in  ownership,  from  time  to  time,  are  trans- 
ferred with  a  payment  down  which  is  less  than  331/3  percent  in  the 
majority  of  cases. 

Mr.  Patman.  Is  it  not  a  more  difficult  matter  to  obtain  the  neces- 
sary appraisement  of  existing  construction  than  new  construction  ? 

Mr.  Fisher.  That  is  a  question,  again,  which  has  to  be  answered 
solely  on  the  basis  of  judgment.  In  my  judgment,  valid  or  invalid  as 
it  may  be,  I  see  no  reason  why  it  should  be  any  more  difficult  to  ap- 
praise existing  construction  than  new  construction.  Some  times  I  am 
inclined  to  believe  that  it  is  easier.  And  so  far  as  the  mortgage  risk 
is  concerned,  I  feel  perfectly  confident,  and  I  have  argued  the  matter 
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with  a  number  of  mort^^  lendei-s,  that  the  risk  involved  in  existing 
construction  may  be  less  than  it  is  on  new  construction. 
.  The  principal  reason  why  I  take  that  position  is,  that  a  new  house 
IS  new,  but  when  it  is  lived  in  for  6  months,  or  a  month,  it  is  a  used 
house.  It  is  very  difficult  to  estimate  the  rate  at  which  depreciation 
^^ij  ^^  ^        because  someone  lias  occupied  the  house. 

Mr.  Patman.  Do  you  have  any  formula  for  that? 

Mr.  Fisher,  We  have  never  seen  a  formula  which  appears  realistic 

as  to  depreciation.    Of  course,  it  is  necessary  to  adopt  some  policy  in 

connection  with  income  taxes,  and  so  on,  where  there  are  tables  of 

depreciation  which  can  be  used  for  certain  puqwses. 

Mr.  Patman.  Depreciation  largely  depends  on  the  character  of  the 
owner  5 

Mr.  Fisher.  It  depends  on  the  character  of  the  owner,  the  location 
of  the  house,  its  conformity  to  the  neighborhood,  and  a  large  number 
of  other  factors,  such  as  the  course  of  cost  of  construction,  which  are 
extraneous  to  the  property  itself. 

^   Mr.  Patman.  And  you  rely  for  those  factors  upon  the  local  lend- 
ing institutions? 

Mr.  Fisher.  No,  sir;  we  rely,  in  some  measure,  upon  the  local  lend- 
ing institutions  ;  but  we  make  our  own  appraisals  of  every  property 
that  we  insure  the  mortgage  on.  So  we  depend  piimarily  on  the 
judgment  of  our  own  staff  in  estimating  the  value  of  property. 

Mr.  Pa™an  Wliat  proportion  of  the  existing  mortgages  can  be 
taken  care  of  if  the  present  building  and  loan  associations  and  other 
^enaing  institutions,  if  you  are  out  of  the  picture  ^ 

Mr.  Fisher.  Well  the  total  assets  of  building  and  loan  associations 
are  reported  as  m  the  neighborhood  of  $6,000,000,000,  of  which  prob- 
ably aboiU  $1,000,000,000  is  invested  in  real  estate'  that  has  b^en  fore- 
closed. That  eaves  approximately  $5  000,000,000  of  funds  in  the 
building  and  loan  association  invested  in  other  than  real  estate. 
I  he  total  amount  of  outstanding  indebtedne.ss,  as  quoted  above  is 
estimated  at  $17,000^00,000  on  existing  construction,  one-  Tioul 
family  houses;  and  if  we  include  apartment  houses,  it  is  something  in 
excess  of  that,  probably  between  $25,000,000,000  and  $35,000,000,000 

wh^t^a^lTThl^S^^  '^"  *'^  ^^"^  ^"^^^^^'  ^-^  oi.rate,'and 

n^^T  if r  "^^^1 J^'®^.  originally  lent  something  over  $3,000,000,000, 
i>     ^  ^^^®  the  outstanding  indebtedness  is  about  $2,200,000,000 
Mr.  Patman.  That  would  be  added ^    ^      i      -    . 

Mr.  Fisher.  No  ;  that  is  included  in  the  $17,000,000,000. 
Mr.  Patman.  In  the  $17,000,000,000  ^ 
Mr.  Fisher.  Yes;  $17,000,000,000. 

fl.5w  ^''™^'^-  ^?^'  ^h^t  '^  the  appraised  value  of  the  homes  that 
tne  Home  Owners'  Loan  organization  has  repossessed  ^ 
Mr.  Fisher.  I  do  not  have  that  figure,  sir.    I  do  not  know. 

bnfMir,^1.3^''•  '  ^^'f'  '^  the  existing  mortgages  not  carried  by 

"RT   ^^  ^'^^^^  associations,  which  is  practically  $6,000,000,000 » 
Mr.  Fisher    Existing  mortgage  loans  they  hold  is  in  the  neiffli- 

borhood  of  $3,500,000  000    according  to  Federal  Home  iLan  Bank 

Board  annual  report  for  fiscal  year  ending  June  30  1938 
Mn  Patmax.  Then  would  be  added  to  that  the  amount' carried  by 

tne  Home  Owners'  Loan,  which  is  about  $2,200,000  000  ? 
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Air  Fisher   Y^es 

Mr!  Patman.  That  would  be  $5,700,000,000? 

Mr.  Fisher.  The  rest  is  owned  by  savings  banks,  life-insurance 
companies,  commercial  banks,  individuals,  and  others. 

Mr.  Patman.  Well,  now,  what  would  be  the  appraised  value  of 
the  total  property  that  has  been  repossessed  by  the  building-and-loan 
associations,  and  the  Home  Owners'  Loan,  if  you  know,  at  this  time^^ 

Mr.  Fisher.  I  do  not  know,  sir. 

Mr.  Patman.  You  do  not  know  ? 

Mr.  Fisher.  I  do  not  know.    I  cannot  answer  that  question. 

Mr.  Crawfoiu).  Dr.  Fisher,  yesterday  morning,  you  were  making 
some  observations  with  reference  to  building  the  volume  of  business 
to  where  it  would  support,  as  I  understood,  the  organization  wliich 
you  feel  is  necessary  to  carry  on.  In  other  words,  I  understood  you 
to  give  us  the  impression,  or  to  convey  to  us  the  information  that 
you  wanted  to  bring  this  volume  up  to  the  point  where  you  would  be 
on  a  profitable  basis,  considering  the  personnel  that  you  must  carry 
and  the  functions  you  must  perform. 

Mr.  Fisher.  So  that  we  could  get  on  a  basis,  Congressman,  I  said, 
that  would  enable  us  to  operate  our  organization  efficiently. 

Mr.  Crawford.  Do  you  have  with  you  what  an  accountant  would 
term  an  operating  statement,  from  the  beginning  of  your  existence 
down  to,  say,  December  31,  last,  or  June  30,  last^  that  you  could 
give  us  in  a  very  brief  form,  giving  the  total  operating  expenses,  say, 
for  1935,  1936,  1937,  and  1938,  and  the  total  revenue,  based  on 
premium  income  and  examination  fees,  so  that  we  could  arrive  at 
the  accurate  deficit  and  then  show  where  your  appropriations  have 
come  from,  that  is,  whether  from  the  Reconstruction  Finance  Cor- 
poration, whether  you  have  used  your  own  earnings,  or  the  details 
m  that  respect?    Have  you  a  statement  that  you  could  give  us  on  that  ? 

Mr.  Fisher.  Yes,  sir;  the  total  operating  expenditures  of  the 
Federal  Housing  Administration  through  December  31,  1938,  were 
$44,228,000.  I  tSke  it  you  do  not  care  for  the  specific  figures  beyond 
thousands  ? 

Mr.  Crawford.  Can  you  break  that  down  under  the  2  or  3  or  4 
years  involved? 

Mr.  Fisher.  Yes,  sir. 

Mr.  Crawford.  Just  in  round  figures.    What  was  your  first  year? 

Mr.  Fisher.  I  am  going  to  give  it  to  you  in  round  numbers.  July 
1  to  December  31,  1934,  $1J39,000;  for  the  calendar  year  1935, 
$10,468,000;  for  the  calendar  year  1936,  $11,386,000;  for  the  calendar 
year  1937,  $9,264,000;  for  the  calendar  year  1938,  $11,371,000;  and 
our  total  operating  expenses  through  December  1938  were 
$44,228,000. 

Mr.  Crawford.  Can  you  give  us  your  earnings  in  a  similar 
manner?  That  would  be  the  premium  income  and  examination  fees. 
Does  that  constitute  your  total  earnings  ? 

Mr.  FisHEK.  That  is  the  principal  income.  I  neglected  to  mention 
the  income  from  investments  yesterday.  Through  December  31, 
1938,  our  income  from  insurance  was  $20,561,000,  of  which 
$7,673,000  came  from  appraisal  fees.  The  balance,  of  the  $20,561,000 
was  from  insurance  premiums.  The  income  from  investments  of 
insurance  funds  was  $2,112,000,  making  the  total  income  from  both 
sources  of  $22,673,000. 
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Mr.  Crawford.  That  leaves  you,  roughly,  then,  a  deficit  of 
$22,000,000  for  the  period  under  review? 

Mr.  Fisher.  Yes,  sir. 

Mr.  Crawford.  From  the  inception  down  to  December  31,  1938. 
Now,  how  much  of  that  $44,228^000  of  expense  has  come  from  the 
Reconstruction  Finance  Corporation,  how  much  have  you  taken  from 
your  earnings,  and  how  much  has  come  from  other  sources,  say 
direct  appropriations,  or  the  different  sources  you  have  obtained  it 
from? 

Mr.  Fisher.  We  had  deducted  from  our  mortgage-insurance  in- 
come at  December  31,  1938,  $8,000,000  to  apply  toward  our  expenses. 
The  balance  of  our  expenses  have  been  appropriated  by  Congress, 
which  authorized  the  Keconstruction  Finance  Corporation  to  advance 
the  funds  to  us. 

Mr.  Crawford.  Well,  do  I  understand  you  to  say  that  $36,000,000 
has  come  through  the  R.  F.  C.  ? 

Mr.  Fisher.  Yes,  sir. 

Mr.  Crawford.  $36,000,000  has  come  through  the  R.  F.  C.  ?  Then 
forecasting  your  prospective  expenses  and  earnings  on  investments, 
and  from  premium  income  and  examination  fees,  then  you  need  an 
insured  volume  of  around  $6,000,000,000  to  take  you  out  of  the  red ; 
is  that  correct  ? 

Mr.  Fisher.  No,  sir;  that  is  not  quite  accurate. 

Mr.  Crawford.  Restate  it  then  for  us. 

Mr.  Fisher.  In  the  first  place,  out  of  these  expenses  that  I  have 
quoted,  we  have  approximately  $11,000,000,  which  we  have  sjjent 
imder  title  I.  That  is  the  closest  estimate  we  can  make  at  the 
moment. 

Mr.  Crawford.  That  would  be  $11,000,000  out  of  your  $44,000,000? 

Mr.  Fisher.  Yes;  or  a  net  of  $33,000,000  for  title  II  operating 
expenses  from  June  30,  1034.  Now,  if  we  arrive  at  a  point  where 
we  have  $6,000,000,000  outstanding  on  our  books,  our  cost  of  operat- 
ing the  mortgage-insurance  business  throughout  the  country,  in  all 
of  the  sections  of  the  country,  some  of  which  are  sparsely  populated 
and  in  those  parts  that  are  sparsely  populated  we  have  a  relatively 
high  cost  of  doing  business,  we  would  be  handling  an  average  an- 
nual volume,  permitting  efficient  operation.  As  our  volume  increases 
our  expenses  do  not  increase  proportionately.  For  instance,  for  the 
total  year  1938,  our  expenses  increased  23  |3ercent,  and  our  volume 
of  small-time  mortgages  handled  increased  70  percent;  so  that  we 
were  reaching  the  point  of  diminishing  expense  ratio. 

If  we  had  a  volume  of  $3,000,000,0(J0  on  the  books  as  the  maximum 
outstanding  balance  which  we  could  insure,  we  would  be  reduced  to 
an  annual  volume  which  probably  would  not  he  in  excess,  in  most 
years,  of  $300,000,000.  Operating  at  a  volume  of  $300,000,000,  we 
would  be  faced  probably  with  the  choice  of  coming  to  Congi-ess  for 
an  appropriation  to  cover  the  expenses  of  operation  in  the  sparsely 
settled  areas,  or  of  diminishing  the  service  which  we  would  give  in 
those  areas,  and  consolidating  the  offices  and  giving  limited  service 
in  the  sparsely  populated  areas. 

Mr.  Crawford.  In  that  respect,  out  of  your  total  of  4,200  em- 
ployees, I  believe  you  stated  yesterday 

Mr.  Fisher.  I  have  the  exact  figure  here,  if  you  wish  it. 

Mr.  Crawford.  What  is  it  exactly.  Dr.  Fisher? 
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Mr.  Fisher.  On  December  31  there  were  1,501  full-time  employees 
in  the  Washington  office,  and  2,554  employed  in  the  field  offices,  or  a 

total  of  4,055.  ,     ,  .  . 

Mr.  Crawford.  Now,  these  2,554  are  out  through  the  territory,  and 

about  what  percentage  are  in  those  sparsely  settled  areas  to  which 

you  have  referred?  .  £   i^        xe 

Mr.  Fisher.  I  could  not  give  you  an  accurate  estimate  of  that  off- 
hand. 

Mr.  Crawford.  Would  you  say,  roughly,  20  percent  of  the  entire 

force? 

Mr.  FisHFjR.  That  would  be  a  guess.    I  would  have  to  calculate  it. 

Mr.  Crawford.  Unless  your  volume  is  materially  increased  to  about 
how  much— $300,000,000, ^did  you  say,  of  new  business,  per  annum- 
is  that  what  you  said  ? 

Mr.  Fisher.  I  said  that,  with  a  total  authorization  of  $3,000,000,- 
000,  our  annual  volume  probably  would  not  exceed,  on  the  average, 
$300,000,000  a  year. 

Mr.  Crawford.  Say  10  percent? 

Mr.  Fisher.  Yes;  a  turnover  once  every  10  years.  It  probably 
would  not  exceed  that.  Operating  at  that  volume,  we  would  not 
be  able  to  operate  efficiently,  or  as  efficiently  as  we  can  with  a  volume 
of,  say,  $600,000,000,  which  would  be  our  average  annual  volume, 
probably,  if  we  had  a  total  authorization  of  $6,000,000. 

Mr.  Crawford.  Have  your  projected  figures  been  summarized  in  a 
way  that  you  could  give  us  a  rough  estimate  of  the  deficit  which 
you  would  have  to  ask  for,  if  vou  operated  on  a  basis  of  $3,000,000,- 
000,  or  on  a  $300,000,000  annual  basis,  as  against  $6,000,000,000  or 
$600,000,000  annual  basis  ? 

Mr.  Fisher.  We  could  make  up  such  an  estimate,  but  it  would  be  a 
matter  of  guessing,  largely,  because  we  would  face  the  alternative  of 
reducing  our  forces  in  those  areas  where  the  volume  was  not  suffi- 
cient to  justify  our  maintaining  them.  So  that  it  would  not  be  a 
very  valuable  estimate,  it  seems  to  me. 

Mr.  Crawford.  Have  you  already  put  into  the  record  an  estimate 
of  what  your  expenses  and  earnings  will  be  on  the  enlarged  operating 
basis,  for  the  period,  say,  of  the  next  2  or  3  years  ? 

Mr.  Fisher.  No,  sir;  I  have  not  put  such  into  the  record,  but  I 
want  to  complete  the  statement  with  respect  to  income  and  expenses 
over  the  past,  by  referring  to  the  item  of  deferred  income  which  I 
referred  to  yesterday  as  one  of  the  important  items  in  considering  the 
fiscal  position  of  the  Federal  Housing  Administration. 

On  the  business  on  our  books,  as  I  have  already  indicated,  we  have 
a  cei*tain  income,  which  is  already  realized.  If  we  insure  no  more 
mortgages  fi*om  today  on,  or  from  December  31,  1938,  on.  our  esti- 
mate is  that  the  deferred  income  on  our  mortgages  that  were  insured 
as  of  that  date,  deferred  at  21/2  percent,  is  approximately  $65,000,000. 

Mr.  Crawford.  You  mean  to  sav  that  is  to  be  added  to  your 
$22,000,000? 

Mr.  Fisher.  Yes,  sir. 

Mr.  Crawford.  On  what  basis  would  you  realize  that  income? 

Mr.  Fisher.  Through  the  insurance  premiums  that  come  in  over 
the  term  of  the  mortgages  that  are  now  insured. 

Mr.  Crawford.  The  overhead  cost  of  which  has  already  been  in- 
curred and  included  in  your  $44,000,000? 
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Mr.  Fisher.  The  ]ar<rest  portion  of  the  overhead  has  been  incurred. 
Now,  out  of  this  $65,0U0,000,  which  is  the  estimated  present  worth  of 
the  deferred  income — out  of  that  we  have  to  take  some  overhead  for 
servicing  these  mortgages  on  our  books  and  for  taking  care  of  the 
properties  that  we  take  over  through  foreclosure. 

Mr.  Crawford.  How  often  do  you  reflect  this  deferred  income  back 
into  your  operating  statement? 

Mr.  Fisher.  We  do  not  reflect  it  back  into  our  operating  statement. 
Our  operating  statements  are  kept  on  the  current  basis  of  cash  re- 
ceipts and  cash  paid  out;  but  in  connection  with  the  discussions 
whicli  we  have  had  with  the  Bureau  of  the  Budget,  concerning  the 
adequacy  of  our  resen^e  fund,  we  have  had  to  take  into  account,  of 
course,  this  question  of  deferred  income. 

Mr.  Crawtord.  When  these  contracts  mature  you  will,  at  that  time, 
reflect  it  in  yoiir  statement? 

!Mr.  Fisher.  We  will  reflect  it  in  income  from  year  to  year,  as  it  is 
realized. 

Mr.  Crawford.  So  you  reflect  it  on  an  annual  basis? 

^Ir.  Fisher.  Yes,  sir;  or  that  portion  which  is  received — ^within  the 
accounting  period. 

The  estimates,  for  instance,  of  our  income  for  1940,  you  may  be 
interested  in  that.  We  have  estimated  that  our  appraisal  fees  will 
be  around  $3,181,000.  Then  our  premiums  for  mutual  mortgage  in- 
surance will  be  $11,593,000.  That  includes  the  recurring  income  on 
mortgages  which  were  insured  prior  to  the  begiiming  of  the  fiscal 
year.  The  examination  fees  for  the  housing  fund,  $517,000;  pre- 
miums for  the  housing  fund,  $985,000 ;  interest  on  investments,  $768,- 
000,  plus  $49,000,  or  total  receipts  of  approximately  $17,096,000. 

Mr.  Crawford.  And  in  that  $17,096,000 — ^you  bring  back  into  your 
earnings  statement  a  part  of  these  deferred  credits  to  which  you 
have  referred. 

Mr.  Fisher.  Yes,  sir;  those  that  are  realized  during  that  account- 
ing period. 

Mr.  Crawford.  Now,  then,  this  $17,096,000  is  your  estimated  in- 
come on  current  business,  plus  the  proportion  of  the  present  deferred 
income,  and  against  that  you  set  up  what  estimated  expenses? 

Mr.  Fisher.  $12,500,000.  That  is  the  total  expense,  including  the 
expense  for  title  I,  which  are  running  at  the  rate  of  about  $1,350,000 
a  year. 

Mr.  Crawford.  On  the  basis  that  you  mentioned,  you  come  around, 
roughly,  to  a  figure  of  $5,000,000  in  the  black? 

Mr.  Fisher.  Yes ;  if  you  take  title  I  out,  it  is  something  more  than 
that. 

Mr.  Crawford.  That  is  based  on  what  volume  of  business,  now  ? 

Mr.  Fisher.  Tliat  is  based  on  the  current  volume  of  business  now 
being  handled,  which  includes  mortgages  selected  for  appraisal  under 
section  203,  at  an  annual  rate  of  $1,010,000,000;  and  under  sections 
207  and  210,  a  volume  of  approximately  $400,000,000. 

Mr.  Crawford.  Now,  are  you  permitted  to  participate  in  that 
volume  as  the  law  now  stands,  or  will  it  require  this  step-up  from 
$3,000,000,000  to  some  other  figure? 

Mr.  Fisher.  No,  sir;  under  the  present  law,  if  we  were  not  author- 
ized to  insure  more  than  $3,000,000,000  of  outstanding  indebtedness, 
it  is  likely  that,  before  the  end  of  the  fiscal  year  1940,  we  should 
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approach  the  limit  of  $3,000,000,000  in  mortgages  accepted  for  in- 
surance, insured,  firm  commitments,  and  mortgages  in  process  of  ap- 
praisal in  our  office.  So  we  feel  that  w^e  must  request  some  addition 
to  the  $3,000,000,000  authorization,  or  be  prepared  to  stop  accepting 
applications  some  time  during  next  spring. 

Mr.  Crawford.  So  that  this  estimate  you  have  just  given  me,  then, 
which  resolves  itself  into  proving  the  need  of  $5,000,000,000,  is  based 
on  the  anticipation  that  additional  legislation  will  be  enacted,  per- 
mitting your  expansion  to  that  point ;  is  that  correct  ? 

Mr.  Fisher.  No,  sir ;  it  Avas  based  on  the  assumption  that  we  would 
not  be  insuring  existing  construction,  and  there  would  be  no  change 
in  the  law,  because  we  would  do  a  billion  dollars  of  business  next 
year  on  the  $3,000,000,000  authorization. 

Mr.  Sacks.  Do  you  have  the  accurate  expenses,  say,  for  the  people 
of  the  various  districts  and  the  income  derived  from  those  districts? 

Mr.  Fisher.  Our  annual  report  for  1938,  which  is  almost  ready  for 
distribution,  will  show  some  of  that  information. 

Mr.  Sacks.  Then,  for  example,  in  1937,  what  was  the  cost  of  op- 
erating a  district  like  Philadelphia,  where  you  have  a  district 
office 

Mr.  Fisher.  Tliat  will  be  shown  in  our  annual  report. 

Mr.  Sacks.  And  you  do  not  have  that  with  you  ? 

Mr.  Fisher.  I  do  not  have  the  figures  with  me ;  no,  sir. 

Mr.  Sacks.  Would  there  be  much  of  a  deficit  there? 

Mr.  Fisher.  There  will  be  some  offices  that  will  show  a  deficit 
on  the  basis  of  current  income. 

Mr.  Sacks.  Will  Philadelphia? 

Mr.  Fisher.  The  Philadelphia  office? 

Mr.  Sacks.  Yes. 

Mr.  Fisher.  I  do  not  think  it  would,  sir;  but  that  is  only  my 
opinion  offhand,  and  I  would  like  to  look  at  the  figures  before  I 
answer  definitely.  I  should  like  to  make  one  further  statement,  and 
that  is  that  we  tried  to  be  modest  and  careful  in  estimating  our  vol- 
ume of  business  for  next  year,  and  our  estimates  have  so  far  been 
very  accurate.  Last  week,  we  did  the  largest  volume  of  business  that 
has  ever  been  done  in  the  history  of  the  Federal  Housing  Adminis- 
tration, when,  under  section  203,  we  selected  for  appraisal  mortgages 
in  the  amount  of  $26,263,000.    So  we  are  running  above  our  estimates. 

Mr.  Ford.  In  a  week? 

Mr.  Fisher.  Last  week ;  yes,  sir. 

Mr.  Crawford.  When  you  say  last  week,  you  mean  your  report 
as  of  last  week,  or  the  business  actually  handled  last  week? 

Mr.  Fisher.  The  business  handled  in  a  week,  the  week  ending  last 
Friday  at  2 :  30  p.  m.,  in  all  of  our  district  offices. 

Mr.  Williams.  In  that  same  connection,  Mr.  Crawford  has  asked 
you  about  this  total  income  that  you  receive  or  will  receive  for  1940, 
$17,096,000,  as  I  Jiave  the  figure  here,  is  based  upon  what  total  volume 
of  business,  again?    What  is  the  total  volume  of  business? 

Mr.  Fisher.  It  is  based  on  the  volume  of  insured  business  which 
is  now  on  our  books  and  the  voliune  of  business  which  we  anticipate 
doing  during  the  fiscal  year  1940. 

Mr.  WiLLLAMS.  What  is  that? 

Mr.  Fisher.  That  volume  is  approximately  $1,000,000,006  selected 
for  appraisal  under  section  203,  and  the  volume  of  $400,000,000  of 
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applications  received  and  selected  for  examination  under  sections  2(ft 
and  210. 

Mr.  WiixiAMS.  What  is  the  total?  I  want  that  figure,  if  I  can 
get  it. 

Mr.  Fisher.  $1,400,000,000. 

Mr.  Williams.  That  is  in  addition  to  your  present  business,  is  it 
not? 

Mr.  Fisher.  That  is  the  new  business  that  we  would  take  into 
our  office. 

Mr.  Williams.  What  is  the  total  volume  of  business  on  which  that 
income  is  estimated? 

Mr.  Fisher.  It  would  be  difficult 

Mr.  Ford.  The  existing  deferred  income,  plus  that? 

Mr.  Fisher.  I  cannot  give  you  the  exact  figures  that  we  estimate 
we  will  have  on  our  books  on  June  30,  but  it  would  be  based  on  $1,- 
300,000,000,  as  of  December  31,  plus  our  estimate  of  the  amount  we 
will  insure  between  December  31  and  June  30,  1939,  and  the  volume 
which  we  expect  to  do  during  the  fiscal  year  1940.  I  will  add  those 
up,  if  you  wish  me  to,  but  I  have  not  that  before  me. 

Mr.  Ford.  Can  you  approximate  it? 

Mr.  Fisher.  That  would  give  us  a  total  volume  outstanding  of  close 
to  $3,000,000,000  bv  June  30,  1940. 

Mr.  Ford.  About  $2,700,000,000,  is  it  not? 

Mr.  Fisher.  It  would  be  between  $2,600,000,000  and  $2,750,000,000. 

Mr.  Spence.  Would  you  be  forced  to  stop  doing  business  then  ? 

Mr.  Fisher.  If  we  reached  a  point  where  we  had  mortgages  ac- 
cepted for  insurance,  that  is,  premium  paying  or  firmly  or  condition- 
allv  committed,  plus  the  mortgages  in  our  office  for  appraisal,  at 
$3,000,000  000,  then  we  would  have  to  stop. 

Mr.  Spence.  You  would  have  to  stop  when  you  reached 
$2,700,000,000? 

Mr.  Fisher.  That  is  right. 

Mr.  Crawford.  Dr.  Fisher,  may  I  ask  you  another  question?  I 
intended  to  ask  you  a  while  ago,  and  maybe  you  did  put  it  in  your 
statement,  but  assuming  that  your  operations  carry  out  your  forecast, 
would  it  be  the  first  year  you  have  been  in  the  black,  the  period  in 
which  you  had  earned  it? 

Mr.  Fisher.  Calculated  on  that  basis! 

Mr.  Crawford.  Yes;  calculated  on  the  basis  of  cun*ent  income. 
That  is  what  I  mean  by  being  in  the  black. 

Mr.  Fisher.  The  fiscal  year  1939,  Congressman,  will  find  us  oper- 
ating at  a  total  budget  of  approximately  $13,500,000,  including  the 
operations  under  title  I,  and  our  total  receipts  are  estimated  at  $13,- 
379,000,  so  we  are  right  close  to  the  border. 

Mr.  Crawford.  And  it  is  your  best  year  up  to  date  ? 

Mr.  Fisher.  Yes,  sir. 

Mr.  Crawford.  Now.  ^oing  back  again  to  the  4,055  employees  and 
the  overhead  under  which  you  are  operating,  what  would  be  your 
pit)spects  for  reducing  that  expense  subsequent  to  July  1,  1940,  if 
this  $3,000,000,000  was  not  increased  to  $6,000,000,000,  or  less,  so  that 
you  could  still  operate  without  going  to  Congress  for  an  additional 
appropriation  and  keep  within  your  revenue? 
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Mr.  Fisher.  Keep  within  that  portion  of  our  revenue,  which  can 

be  allocated  to  expenses? 

Mr.  Crawford.  Yes.  ,  .  ,  ^,      a  i    •   w     * 

Mr  Fisher.  That  is  a  question,  of  coui-se,  which  the  Admmistrator, 
himself  should  answer.  I  believe  that  I  have  talked  with  hun  enough 
about  it  to  be  able  to  say  that  every  effort  would  be  made  to  reduce 
expenses  to  tlie  point  where  that  portion  of  the  income  which  can  be 
allocated  to  the  expenses  would  carry  them.  But  as  I  said  before, 
the  alternative  is,  of  course,  to  reduce  expenses  to  the  point  where  our 
services  are  not  available  to  some  areas  of  the  United  States  as  fully 
as  we  should  like  to  make  them  available  under  the  act. 

Mr.  Ford.  Mr.  Fisher,  when  >x)u  say  that,  what  do  you  mean?  Do 
you  mean  tliat  in  the  spai-sely  settle*,!  areas  you  are  not  able  to 

maintain  offices?  .  xt  -^   i   o^  i. 

Mr.  Fisher.  No,  sir;  at  the  present  time,  the  United  btates  is 
covered  by  the  mutual  mortgage  insurance  oi^erations.  Any  city  or 
any  town  or  any  commuity  can  get  the  services  of  the  Federal  Hous- 
ing Administration.  Now,  in  nearly  every  State,  we  have  what  we 
call  full-insuring  offices,  so  that  the  residents  of  the  States  can  get 
prompt  service  on  their  applications  for  mortgage  insurance.  If 
we  face  the  necessity  of  reducing  the  operating  costs,  we  have  to 
eliminate  some  of  our  offices,  obviously,  in  the  field.  We  would  have 
to  make  some  of  our  offices,  probably,  in  some  States  partlyl  insuring 
offices  so  that  some  of  the  work  could  be  done  there,  but  it  would 
have  to  be  referred  to  another  office  in  another  State. 

Mr.  Ford.  All  that  would  entail  would  be  delay? 

Mr.  Fisher.  There  would  be  a  delay  or  a  lack  of  prompt  service 
to  some  of  the  people  in  some  of  the  areas. 

Mr.  Crawford.  May  I  ask  you  another  question  with  reference  to 
this  $26,000,000  of  business  in  a  week,  in  the  week  ended  last  Friday  ? 
How  do  you  account  for  that?  Wliat  do  you  think  is  the  primary 
cause  of  that?  Let  me  say  it  this  way:  How  much  of  an  increase 
is  that  over  the  largest  week  you  ever  had  before? 

Mr.  Fisher.  The  largest  previous  week  was  $24,500,000,  last  Oc- 
tober. It  probably  results  from  just  the  increase  over  last  year's 
residential  construction. 

Mr.  Cra^t'ord.  Would  you  say  that  reflects,  in  your  opinion,  the 
beginning  of  the  spring  building  program? 

Mr.  Fisher.  Yes,  sir. 

Mrs.  Hart.  It  is  undoubtedly  a  seasonal  movement. 

Mr.  Crawford.  Wliat  is  the  largest  week  you  had  this  year,  that  is, 
prior  to  last  week? 

Mr.  Fisher.  Approximately  $22,000,000. 

Mr.  Crawford.  What  month  was  that  in? 

Mr.  Fisher.  Within  the  last  2  weeks. 

Mr.  Crawford.  Do  you  make  these  reports  weekly? 

Mr.  Fisher.  Every'  week.  Incidentally,  the  volume  of  niortgage 
selected  for  appraisal  has,  in  the  past,  been  a  rather  sensitive  index  of 
the  subsequent  volume  of  residential  construction,  as  is  indicated  by 
building  permits. 

Mr.  Spence.  What  proportion  of  the  $26,000,000  was  for  new  con- 
struction? 
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Mr.  Fisher.  We  do  not  know  exactly  yet,  but  it  will  probably  be 
about  what  we  have  been  running,  which  is  about  70-percent  new 
construction. 

Mr.  Ford.  Mr.  Fisher,  I  might  ask  you  a  question.  I  am  getting  a 
great  deal  of  correspondence  from  builders,  saying  that,  if  a  builder 
were  permitted  to  sell  one  of  these  F.  H.  A.  houses,  say,  on  a  2-per- 
cent down  payment  and  put  the  balance  in  the  form  of  Government 
bonds — put  the  balance  in  the  form  of  Government  bonds  up  with 
the  F.  H.  A.  as  security  for — ^say  it  is  a  $5,000  house,  and  the  total 
down  payment  is  about  $650 — if  a  purchaser  wanted  to  buy  a  house 
and  did  not  have — say  he  had  $100  and  the  builder  put  up  United 
States  Government  bonds  with  you,  or  the  lending  agent,  for  the 
difference  between  $100  and  the  amount  he  ought  to  pay,  and  leave 
them  stay  there  for  at  least  2  years,  until  the  man  had  proved  his 
sincerity  and  made  his  payments  as  they  came  due — would  there  be 
any  objection  to  that? 

Mr.  Fisher.  That  cannot  be  done  under  the  act. 

Mr.  Ford.  That  could  not  be  done  under  the  act  ? 

Mr.  Fisher.  The  act  would  have  to  be  amended  to  permit  that. 

Mr.  Ford.  Would  you  think  it  would  be  a  wise  thing  to  do,  or 
unwise  ? 

Mr.  Fisher.  Well,  I  do  not  think  that  question  can  be  answered 
completely,  but,  briefly,  I  should  rather  oppose  it,  because  the  man  is 
incurring  an  obligation  for  the  balance  of  what  the  payment  should 
have  been,  and  that  obligation  may  rest  heavily  upon  him,  and  I  feel 
that  10  percent  down  is  rather  liberal. 

Mr.  Ford.  I  feel  that  way,  too ;  but  if  a  builder  were  willing  to  take 
the  balance  of  the  risk  and  would  put  up  ample  security  to  secure  you 
and  secure  the  bank  in  the  event  the  man  failed,  would  you  say  that 
would  be  wise  or  unwise?  Of  course,  you  would  have  to  be  careful 
in  selecting  your  man. 

Mr.  Fisher.  That  would  take  care  of  the  risk  of  the  Federal  Hous- 
ing Administration,  perhaps,  and  it  would  certainly  take  care  of  the 
builder. 

Mr.  Ford.  If  the  builder  were  willing  to  take  the  risk,  would  you 
not  let  him? 

Mr.  Fisher.  I  should  be  inclined  to  think  rather  in  terms  of  the 
borower,  that  it  might  not  be  wise  for  him  if  he  has  not  the  10  percent 
to  pay  down. 

Mr.  Ford.  Suppose  the  borrower  made  a  loan  and  his  payments  to 
the  F.  H.  a.  were  $30  a  month,  and  that  same  man  has  been  paying 
$38  a  month  rent,  and  under  this  new  plan  he  can  secure  his  own 
home,  and  if  he  does  not  have  to  pay  the  $38  he  can  then  turn  that 
$8  over  to  liquidate  his  down  payment.  In  2  or  3  years  he  would 
pretty  near  make  it  up,  would  he  not? 

Mr.  Fisher.  Well,  yes;  if  he  waited  another  year  or  two,  in  other 
words,  to  buy  his  house,  he  would  have  it. 

Mr.  Ford.  Then  he  would  have  saved  $8  a  month  for  3  years,  or 
about  $300? 

Mr.  Fisher.  Yes ;  that  is  right.  . 

Mr.  Ford.  I  am  telling  you  this  because  of  the  correspondence  I  am 
gjetting,  and  I  would  appreciate  it  if  the  Federal  Housing  Administra- 
tion would  do  a  little  studying  on  it. 
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Mr.  Fisher.  We  have  studied  it  very  carefully.  In  England  there 
are  a  great  many  homes  that  have  been  financed  with  5  percent  down 
by  the  borrower,  some  sort  of  collateral  being  posted  by  the  builder 
with  the  lending  institution  for  the  difference  between  75  percent  and 
95  percent.  So  you  see,  in  some  cases,  it  might  be  a  perfectly  sound 
and  safe  transaction. 

Mr.  Ford.  You  have  studied  it? 

Mr.  Fisher.  Yes;  but,  in  general,  it  seems  to  me  that  we  have  gone 
as  far  as  we  should  go. 

Mr.  Ford.  I  am  thinking  of  these  other  facts,  where  there  is  a  man 
that  comes  in  and  is  willing  to  post  additional  collateral  to  support 
his  obligation. 

Mr.  WoLcoTT.  Mr.  Chairman,  I  want  to  call  attention  to  the  fact 
that  the  House  convened  at  11  o'clock,  and  they  are  discussing  the 
very  important  reorganization  bill.  As  it  is  very  apparent  that  we 
cannot  finish  the  hearing  today,  and  we  have  another  important  meet- 
ing at  12 :  30,  I  wonder  if  the  committee  will  consider  adjourning 
now? 

The  Chairman.  Will  you  let  Mr.  Barry  ask  his  question  i&rst? 

Mr.  Barry.  Dr.  Fisher,  last  year  there  was  put  in  the  act  a  pro- 
vision allowing  a  sum  up  to  $75  for  foreclosure  cost,  in  the  event 
foreclosure  took  place  })efore  20  percent  of  the  amount  was  paid  in. 
At  that  time,  we  were  greatly  concerned  about  whether  or  not  they 
would  come  in  and  participate  under  the  F.  H.  A.  plan,  the  lending 
institutions.  To  my  knowledge,  they  are  now  competing  with  each 
other,  around  New  York  anyway,  to  get  in.  I  know  some  of  the  in- 
stitutions are  setting  up  separate  departments  and  really  putting 
brokers  out  into  tlie  field  looking  for  buildings  or  builders  who  are 
going  to  start  new  construction  jobs,  so  they  can  lend  them  the  money. 
In  view  of  that  situation,  do  you  not  think  we  might  reconsider  al- 
lowing $75,  if  they  were  induced  to  bring  them  m?  Why  should 
they  not  take  some  chance  in  the  set-up  ? 

Mr.  Fisher.  Well,  under  the  foreclosure  laws  of  the  State  of  New 
York  they  take  a  chance  on  a  considerable  amount  above  $75. 

Mr.  Barry.  I  appreciate  that. 

Mr.  Fisher.  I  think  the  committee  should  carefully  consider  that. 
It  is  true  that  the  fear  the  lending  institutions  had  of  the  90-percent 
mortgages  has  been  largely  dissipated  in  the  New  York  area,  but 
there  are  still  numbers  of  areas  in  which  it  has  not  been  dissipated. 
So  it  is  a  close  question,  I  think,  of  whether  the  Congress  should 
continue  that  inducement  to  make  90-percent  mortgages. 

The  Chairman.  All  right,  gentlemen,  what  is  your  pleasure? 

Mr.  PATMAN.  Would  the  chairman  be  willing  to  suggest  what  he 
has  in  mind  about  the  continuance  of  the  hearing? 

The  Chairman.  Not  much  longer.    Off  the  record,  now. 

(Here  followed  discussion  off  the  record.) 

The  Chairman.  Without  objection,  the  committee  will  stand  ad- 
journed until  10:30  tomorrow  morning. 

(Thereupon  the  hearing  was  adjourned  until  Wednesday,  March  8, 
1939,  at  10:30  a.  m.) 
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WEDNESDAY,  MABCH  8,  1039 

House  of  Representatives, 
Committee  on  Banking  and  Currency, 

Washington,  D.  C, 

The  committee  met  at  10:30  a.  m.,  Hon.  Henry  B.  Steagall  (chair- 
man) presiding. 

Present:  Messrs.  Steagall,  Williams,  Spence,  Ford,  Brown,  Patman, 
Barry,  Gore,  Mills,  Martin,  Folger,  Gifford,  Crawford,  Gamble, 
Simpson,  Johnson,  Keaii,  Sumner,  Miller. 

The  Chairman.  The  committee  will  come  to  order. 

Gentlemen,  Mr.  Morton  H.  Bodfish  is  here,  and  we  will  be  glad  to 
hear  him. 

STATEMENT  OF  MORTON  H.  BODFISH,  EXECUTIVE  VICE  PRESI- 
DENT, UNITED  STATES  BUILDING  AND  LOAN  LEAGUE,  CHICAGO, 
ILL. 

Mr.  Bodfish.  Mr.  Chairman,  my  name  is  Morton  Bodfish.  I  am 
executive  vice  president  of  the  United  States  Building  and  Loan 
League,  which  is  the  trade  organization  of  the  saving-and-loan  asso- 
ciations, building-and-loan  associations,  and  cooperative  banks.  Our 
organization  has  some  4,100  members  and  includes  some  47  affiliated 
State  organizations.  We  represent  about  80  percent  of  the  assets  in 
the  community- thrift  and  home-financing  institutions  of  our  type. 

We  are  very  interested  m  this  present  legislation,  on  account  of 
our  position  and  activities  in  the  home-financing  field.  Our  institu- 
tions deal  only  in  long-term  amortized  mortgages.  We  have  been  in 
that  business  since  1831  and  have  made  varying  amounts  of  loans, 
per  year.  As  a  matter  of  fact,  in  1938,  we  made  about  $700,000,000 
in  advances,  about  one- third  of  which  was  on  new  construction ;  and 
the  previous  year,  about  $800,000,000  in  advances.  Our  institutions, 
almost  without  exception,  are  of  the  cooperative  type;  that  is,  they 
are  mutual  institutions,  in  which  the  earnings  are  distributed  equitably 
to  all  of  our  6,000,000  saving  members.  There  are  some  6,000,000 
savers,  who  have  entrusted  their  funds  to  these  cooperative  institu- 
tions; and  all  of  that,  except  for  the  cash  on  hand  for  current  needs 
and  a  small  percentage  of  miscellaneous  assets,  is  invested  in  long- 
term  mortgages,  repayable  monthly. 

I  would  Hke  very  much  to  proceed  for  about  10  minutes,  Mr.  Chair- 
man, and  then  I  will  be  glad  to  answer  questions  of  the  committee. 

The  Chairman.  That  will  be  entirely  satisfactory.     Go  ahead. 

Mr.  Bodfish.  Now,  we,  Mr.  Chairman,  are  pretty  seriously  opposed 
to  sections  2  and  3  of  the  bill  that  is  before  you,  which  would  make  per- 
manent the  insurance  of  mortgages  on  existing  structures.    At  the 

146 


i 


146  AMENDMENTS  OF  1939  TO  NATIONAL  HOUSING  ACT 

outset,  I  want  to  say  that  we  raise  no  objection,  whatsoever,  to  the 
continuation  of  title  I,  for  repairs  and  modernization.  We  raise  no 
question  about  the  beneficial  activities  of  title  II,  as  far  as  new  con- 
struction is  concerned.  We  feel  that  a  certain  amount  of  employ- 
ment has  been  created  and,  in  the  main,  a  good  job  has  been  done. 
We  do  feel,  however,  very  strongly,  that  the  credit,  resources,  and 
prestige  of  the  Government  and  the  appropriations  of  the  people's 
money,  which  are  being  used  mider  this  act,  should  be  confined  to 
improving  housing  conditions  in  a  manner  which  creates  employment. 

We  do  not  feel  that  the  insuring  or  endorsing  of  individual  mort- 
gages ab-eady  in  existence,  of  which  there  are  $17,500,000,000  in  this 
country,  about  $5,000,000,000  of  which  is  in  our  institutions,  creates 
any  employment  whatsoever,  and  we  feel  it  is  an  intrusion  into  private 
local  business  which  does  not  result  in  a  compensating  public  benefit. 

I  want  to  call  your  attention  to  the  fact  that  we  have  repeatedly 
taken  this  position,  and  last  year,  when  this  question  was  before  the 
Banking  and  Currency  Committee,  this  committee,  the  President  of 
the  United  States  had  sent  a  message  to  Congress  on  the  housing  bill 
that  was  proposed.  This  message  came  on  November  29,  1937,  and 
the  President  suggested  that  the  Congress  arrange  that  the  F.  H.  A. 
cease  insuring  existing  mortgages.  In  fact,  the  President's  language 
was: 

In  connection  with  these  changes,  I  would  suggest  that  the  Congress  eventually 
limit  the  insurance  of  mortgages  to  houses  on  which  the  application  for  mortgage 
insurance  is  approved  prior  to  the  beginning  of  construction. 

That  means  to  confine  it  to  construction  loans,  rather  than  to 
mortgages  or  private  debts  already  in  existence. 

Mr.  Patman.  Please  read  that  last  phrase,  where  he  uses  the  word 
"eventually." 

Mr.  BoDFiSH.  In  the  President's  message  on  November  29,  1937,^ 
Mr.  Patman,  he  said: 

In  connection  with  these  changes,  I  would  suggest  that  the  Congress  eventually 
limit  the  insurance  of  mortgages  to  housing  on  which  application  for  mortgage 
insurance  is  approved  prior  to  the  beginning  of  construction. 

Now,  acting  on  that  suggestion  of  the  President,  your  committee, 
the  F.  H.  A.,  and  the  Congress  fixed  June  30, 1939,  as  the  date  on  which 
the  insurance  of  mortgages  on  existing  houses  was  to  expire. 

We  feel  that  that  present  provision  of  the  statute  is  a  sound  pubhc 
pohcy  and  should  be  carried  out.  In  support  of  that  position,  we  are 
convinced  that  there  is  adequate  capital  in  practically  all  communities, 
at  reasonable  rates — that  is,  in  the  existing  local  institutions  in  the 
commmiities  to  handle  the  refinancing  of  existing  mortgages.  As  a 
matter  of  fact  last  year  nearly  $1,300,000,000  of  that  type  of  financing 
took  place;  and  as  there  is  capital  available,  as  has  already  been  sug- 
gested, as  a  pubhc  pohcy,  we  urge  that  the  Government  retire  from 
that  field  of  activity  and  terminate  as  now  provided  by  statute.  We 
do  not  feel  that  it  is  necessary  for  the  Government  to  continue  to 
assume  risks  for  tiiis  class  of  loans,  because,  after  all,  there  are  sub- 
stantial risks  to  the  Government  involved  in  the  insurance  of  loans. 
Probably  the  risks  are  justified,  if  they  create  employment,  as  under 
title  I  and  title  II,  for  new  construction;  but  the  continuation  of  this 
insurance  of  existing  mortgages  results  mainly,  in  our  judgment  and 
experience,  in  transferring  or  switching  loans  from  one  institution  to 
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another,  and  also,  in  many  cases,  gives  encouragement  to  excessive 
borrowings  on  the  part  of  home  owners. 
Mr.  Patman.  I  did  not  get  that  last  part.     It  gives  encouragement 

to  what? 

Mr.  BoDFisH.  To  excessive  borrowings  on  the  part  of  home  owners, 
especially  when  you  have  a  large  number  of  real-estate  brokers  and 
solicitors  and  Government  officials  running  around  the  communities 
asking  people  to  incur  more  debt.  When  that  occurs,  certainly  some 
of  them  are  being  invited  to  excessive  borrowings  and  to  increase  their 
indebtedness  on  the  homes  they  now  own.  We  feel  very  strongly  on 
that  point,  and  a  Uttle  later — I  have  some  copies  of  a  piece  of  evidence 
that  I  want  to  submit  to  you  for  your  consideration  in  that  connection. 

It  seems  to  us,  also,  that  the  whole  tenor  of  the  times  is  for  the 
Government  to  taper  off  some  of  its  activities,  and  particularly  attempt 
to  encourage  private  business.  We  feel  that  the  retirement  of  the 
Government  from  the  field  of  endorsing  or  insuring  existing  mortgages 
is  consistent  with  that  policy  which  is  being  advocated  by  very  in- 
fluential leaders  in  the  Government  at  the  present  time. 

So  our  objection  comes  down  solely  to  the  question  of  interference 
with  existing  private  institutions,  or  the  insurance  of  existing  mort- 
gages on  existing  structures.  There  mortgages  are  now  held  by  finan- 
cial institutions  and  individuals. 

We  have  been  reasonably  cooperative  with  the  Federal  Housing 
Administration.  Many  of  our  institutions  are  approved  mortgagees, 
some  of  them  have  made  loans  under  title  I,  but  we  are  very  much  of 
one  mind  on  section  2  of  H.  R.  3232  and  believe  that  the  local  insti- 
tutions can  move  ahead  in  this  country  and  do  the  job  without  the 
United  States  Government's  credit  and  promotional  Governmental 
activities  to  insure  existing  mortgage  debts. 

Now,  a  number  of  arguments  are  made  as  to  the  necessity  of  insur- 
ing these  existing  mortgages 

Mr.  Patman.  I  wonder  if  you  will  let  me  ask  you  one  question? 

Mr.  BoDFisH.  Yes;  certainly. 

Mr.  Patman.  I  am  not  trying  to  get  you  off'  of  your  train  of  thought, 
but  you  stated  that,  if  it  would  create  employment,  you  would  be  in 
favor  of  it.  Is  there  not  another  reason  for  it,  and  that  reason  is  to 
eliminate  these  second  and  third  mortgages  and  these  frequent  re- 
newals at  high  renewal  fees  and  higher  rates  of  interest?  Do  you  not 
think  those  factors  should  also  be  given  consideration 

Mr.  BoDFisH.  I  will  be  very  glad  to  consider  them. 

Mr.  Patman.  As  well  as  the  creation  of  employment? 

Mr.  BoDFisH.  Yes;  I  will  be  very  glad  to  consider  them,  and  employ- 
ment is  one  of  the  reasons,  Mr.  Patman,  that  we  raise  no  question 
about  the  activities  of  the  Federal  Housing  Administration  in  regard 
to  new  housing,  in  the  new  construction  field.     Now,  the  bulk  of 

Mr.  Patman.  I  mean  on  old  construction,  is  not  that  a  fact  worthy 
of  consideration  if  the  Government  can,  by  the  use  of  its  funds,  save 
the  people  hundreds  of  millions  of  dollars  a  year  in  renewals  and 
high  interest  rates,  and  save  them  from  these  loan  sharks  over  the 
country.     Do  you  not  tliink  that  is  worthy  of  consideration? 

Mr.  BoDFiSH.  If  anything  will  do  that  for  sure,  I  tliink  it  should  be 
considered  and  explored  very  thoroughly. 

Mr.  Patman.  Do  you  not  know  this  will  do  it? 
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Mr.  BoDFisH.  No;  I  do  not  know  it  will  do  it,  but  I  will  be  very 
glad  to  discuss  it.  In  the  first  place,  the  bulk  of  the  second  mort- 
gages hi  tliis  countiy  arise  hi  connection  with  new  operations.  A 
builder  builds  an  individual  house,  or  a  real  estate  promoter,  something 
of  that  sort,  builds  a  house,  and  he  says,  ''Here,  I  will  sell  this  house 
on  a  small  down  payment,"  and  thereby  the  bulk  of  your  second  mort- 
gage paper  had  its  origin  hi  connection  with  buikUng  operations;  and 
your  90-percent  loan  on  new  small  homes  and  80  percent  on  new  large 
homes  certainly  eUminated  the  second-morgage  feature  from  new 
construction,  where  most  of  the  second  mortgages  arose. 

Now ,  as  far  as  the  second-mortgage  business  again  flourisliing  in 
this  country,  I  would  just  like  to  try  to  be  practical  and  entirely 
straightfon^  ard,  there  was  not,  to  my  knowledge,  a  second-mortgage 
company — and  there  were  quite  a  few  around  the  country,  that  did 
not  go  broke  in  the  last  depression.  I  do  not  know  of  any  that  are 
wholly  solvent  anywhere  or  who  are  conthuiing  in  the  second-mortgage 
business. 

Mr.  Patman.  That  did  not  cancel  the  debts  of  the  home  owners, 
the  fact  that  the  companies  went  broke? 

Mr.  BoDFisH.  No,  but  the  significant  thing  is  that  men  with  any 
prudence  or  judgment  are  not  going  to  invest  funds  in  those  kinds  of 
securities. 

Mr.  Patman.  That  is  the  reason  the  people  have  to  pay  such  high 
interest  rates,  when  the  loan  companies  have  to  take  such  risks  as  they 
know  they  \^ill  have  to  take  in  view  of  experience.  That  is  the  reason 
people  have  to  pay  very  high  interest  rates,  is  it  not*^ 

Mr.  BoDFisH.  I  submit  to  you  as  a  practical  matter  that  the 
second-mortgage  business  is  gone,  and  I  cannot  imagine  any  prudent 
man  puttmg  any  capital  in  it,  no  matter  what  the  return  would  be. 

There  is  another  thing:  If  you  admit  it  is  so  risky,  we  might  raise 
the  question  as  to  whether  those  risks  should  be  transferred  to  the 
United  States  Government  for  the  benefit  of  the  financial  institutions, 
if  there  are  such  colossal  risks  and  if  borrowers  are  to  go  to  such  high 
percentages. 

May  I,  as  a  matter  of  courtesy,  Mr.  Patman,  finish  my  statement? 

Mr.  Patman.  Yes,  indeed. 

Mr.  BoDFisH.  There  is  another  thing  on  tliis  whole  second-mortgage 
question,  and  that  is  this:  I  believe  that  every  well  informed,  experi- 
enced lender  on  residential  real  estate  in  this  country  is  going  to  follow 
the  lead  of  the  Home  Owners'  Loan  Corporation,  the  Federal  Housing 
Administration,  and  if  I  may  say  so,  the  savings,  building,  and  loan 
associations,  in  putting  all  of  their  mortgage  debts  on  long-term, 
monthly,  amortized  basis.  There  was  no  second-mortgage  business, 
in  the  main,  above  the  building  and  loan  mortgages,  that  existed  in 
this  countr}^,  because  we  made  high  percentage  long-term  amortized 
loans.  We  have  the  insurance  companies  that  are  diverting  their 
mortgage  lendings  away  from  the  old  short-term  mortgage,  and  the 
banks  and  the  mutual  savings  banks  have  widely  adopted  the  amor- 
tized loan;  and,  I  do  not  see  any  danger  of  a  recurring  of  the  second- 
mortgage  business  as  regards  either  new  construction  or  existing  con- 
struction. 

Mr.  Patman.  I  would  like  to  interrogate  you,  if  you  have  finished 
with  your  statement. 

Mr.  BoDFisH.  I  have  not  finished,  Mr.  Patman. 
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Mr.  Patman.  I  would  not  want  to  attempt  to  divert  you  from  your 
prepared  statement,  if  you  have  not  finished. 

Mr  BoDFiSH  I  would  like  to  finish  my  statement,  it  i  niay, 
although  I  do  not  want  to  imply  that  I  would  not  answer  your  question. 

Mr  Barry.  In  connection  with  Mr.  Patman's  question,  do  you 
contend  that,  if  there  is  a  substantial  amount  of  nioney  available  at 
low  mterest  rates,  it  is  not  going  to  reduce  the  level  of  those  high  in- 
terest charges?  .  x-       i.  *      i.«+  +v.« 

Mr  BoDFiSH.  Congressman,  there  is  no  question  but  what  the 
whole  level  of  mterest  rates,  in  all  forms  of  business  activity,  has 
fallen.  In  other  words,  some  years  ago,  when  the  banks  used  to  pay 
3  and  4  percent  on  savings,  the  Government  paid  4  and  4/.  percent 
for  its  money.  We  now  find  banks  paying  IK  and  2  percent  on  sav- 
ings Life-insurance  pohcies  and  annuities  are  on  a  much  lower  basis. 
All  industrial  financing  and  municipal  financing  are  at  much  lower 
rates;  and  on  the  side  of  the  home  mortgage  borrower,  you  have  much 
lower  prevailing  rates.  .  , 

Just  to  develop  the  thing  for  a  moment,  10  or  15  years  ago  it  used 
to  cost  us  5  or  6  percent,  in  order  to  get  the  citizens  of  your  community 
and  mine  to  put  their  money  in  building  and  loan  associations,  and 
we  loaned  it  at  7  and  8  percent.  That  was  the  only  money  that  was 
available  for  long-term  amortized  loans,  and  we  gathered  it  together 
and  loaned  it  out.  Now,  we  can  get  money  at  3  and  3K  and  4  percent 
and  lend  it  at  5  or  5K  and  6,  because  there  is  a  great  amount  ot  capital, 
both  from  individuals  and  institutions,  seeking  mvestment,  and  the 
whole  level  of  mterest  rates,  both  to  the  investor  and  borrower  has 
been  lowered.  Part  of  that  has  been  due  to  the  mfluence  of  the  Gov- 
ernment's poUcy,  but  I  cannot  forget  that,  as  you  study  the  question, 
that  in  the  early  1900's  there  was  mortgage  money  all  over  my  city 
of  Chicago  at  4  percent,  and  the  rates  fell  to  varying  figures  m  other 
parts  of  the  country.  When  there  is  a  large  amount  of  money  avail- 
able rates  are  low  as  today.  .  .  .      *  *i, 

Mr.  Patman.  Are  they  not  lending  money  in  various  parts  of  the 

country  at  7  and  8  percent? 

Mr.  BoDFiSH.  At  the  present  time? 

Mr.  Patman.  Last  year,  or  2  years  ago? 

Mr.  BoDFiSH.  I  would  think,  may  be,  there  are  some  small  com- 
munities, where  there  are  small  banks  or  financial  institutions,  still 
lending  at  7  or  8  percent.  I  know  I  saw  some  Federal  Reserve  statis- 
tics that  showed  a  range  of  6  to  8  percent  on  mortgages  in  the  South- 
west, but  I  think  you  will  find  there  were  very  unusual  circumstances. 
1  would  say  that  mortgage  money  in  this  country  is  at  about  4  percent 
bottom  and  6  percent  top,  with  most  of  it  being  loaned  at  5  and  5K 

percent.  .        . 

Mr.  Patman.  Do  you  have  any  power  to  regulate  this  question  ol 
the  amount  of  interest,  or  the  amount  of  return  that  you  pay  on  invest- 
ments made  by  people  in  your  building-and-loan  associations? 

Mr.  BoDFisH.  We  only  have  the  power  in  this  way,  Mr.  Patman: 
Here  is  a  group  of  citizens  who  get  a  charter  either  from  the  State  of 
Texas  or  the  United  States  Government  here 

Mr.  Patman.  It  depends  on  the  local  State  laws,  does  it  not,  if  any? 

Mr.  BoDFiSH.  No,  it  depends  on  something  else.  This  group  of 
citizens  starts  out  to  establish  a  home-financing  institution.  There 
are  9,000  m  the  country.    They  go  around  and  say,  "Congressman 
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Patman,  we  would  like  to  have  you  save  some  money  with  us,'*  and 
you  say,  "What  rate  are  you  paying  or  are  you  going  to  pay?"  and 
they  are  going  to  have  to  pay  the  rate  which  will  attract  funds  in  that 
community.  In  that  way,  they  will  get  a  fund  of  money  together 
to  make  mortgage  loans,  and  they  have  got  to  have  a  sufficient  spread 
to  create  reserves,  to  pay  their  expenses,  and  absorb  their  losses. 

Mr.  Patman.  There  is  a  way  of  regulating  the  amount  banks  can 
pay,  but  there  is  no  way  of  regulating  the  amount  building  and  loan 
associations  can  pay. 

Mr.  BoDFiSH.  We  pay  to  the  investor? 

Mr.  Patman.  Yes. 

Mr.  BoDFiSH.  You  have  eliminated  any  hiterest  on  commercial 
accounts  in  banks,  and  you  regidate  the  top  on  savings. 

Mr.  Patman.  Yes;  but  not  the  building  and  loan  associations. 

Mr.  BoDFisH.  No;  not  at  the  present  time.  I  think  it  is  a  good 
thing  that  there  are  some  financial  institutions  back  in  the  country 
that  are  not  regulated  from  Waslungton. 

Mr.  Patman.  There  is  a  concern  out  in  California,  this  $50,000,000 
concern,  that  would  not  have  gone  broke  if  it  had  been  regulated 
from  Washington? 

Mr.  BoDFiSH.  I  think  so.     To  be  perfectly  honest 

Mr.  Patman.  Is  there  any  reason  why  the  building  and  loan  asso- 
ciations should  not  cooperate  with  the  Government  in  these  activities? 

Mr.  BoDFiSH.  None  whatsoever;  but  when  it  comes  to  an  expan- 
sion of  the  activities  or  the  permanent  policies  of  the  Government, 
as  far  as  insuring  mortgages  on  existing  construction,  we  come  here 
to  the  policy-making  body  and  make  our  suggestion  as  to  that  policy. 
When  you  gentlemen  make  up  your  minds,  whether  you  agree  with 
us  50  percent  or  100  percent,  or  no  percent,  we  are  going  to  smile  and 
go  on  cooperating  with  the  Government. 

Mr.  Patman.  I  was  very  much  impressed  with  what  you  said  about 
the  Government  using  its  resources  in  competition  with  private  in- 
dustry. I  want  to  get  some  information  from  you  as  to  how  far  the 
Government  has  gone,  not  only  in  this  particular  act,  separate  and 
apart  from  the  building  and  loan  associations,  but  how  far  it  has  gone 
in  the  direction  of  help  building-and-loan  associations  by,  as  I  under- 
stand, the  Federal  Housing  Administration  that  we  are  now  consider- 
ing, as  separate  and  apart  from  the  Home  Owners'  Loan,  separate 
and  apart  from  the  Federal  Building  and  Savings  Bank,  separate  and 
apart  from  the  Federal  Deposit  Insurance  Corporation,  or  the 
insm-ance  corporation  that  insures  mortgages  for  building-and-loan 
associations. 

Mr.  BoDFisH.  Yes. 

Mr.  Patman.  In  other  words,  it  stands  out  by  itself.  I  can  see 
some  reason  why  there  would  be  a  Uttle  competition  between  them, 
and  I  want  to  find  out,  if  I  can,  if  the  criticism  by  Mr.  Fayhe  and  others 
is  justified. 

Now,  if  I  understand  it  correctly,  the  Government  put  up  quite  a 
bit  of  money  to  help  the  building-and-loan  associations? 

Mr.  BoDFisH.  That  is  right. 

Mr.  Patman.  Just  enumerate  the  different  amounts  and  the  differ- 
ent activities  that  the  Government  has  contributed  and  engaged  in, 
that  has  contributed  to  the  success  and  welfare  of  the  building-and- 
loan  associations. 
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Mr  BoDFiBH.  I  would  be  very  glad  to  discuss  that  phase  of  the 
th^g,'  Mr  Patman7and  I  would  Uke  to  comment  on  your  reference 

*^  Mr'' Fayhe' appeared  before  the  Senate  Banking  Committee  and 
I  &khl  studies  include  some  very  valuable  suggestions  as  U>t^ 
solution  of  this  problem,  and  I  hope  this  committee  ^  call  Jim 
UP  and  get  his  views  before  you  act  on  H.  R.  3232  He  is  tue  neaa  oi 
X  branch  of  the  Govermnent  that  has  the  b^fes  interes^  an^ 
experience  with  this  mortgage  question,  and  1  just  hope  this  committee 

"tf  P^MAK.  Suppose  you  enumerate,  if  you  will  J^e  d^er-t 
activities  the  Government  has  engaged  m  to  help  the  budding  and 
loan  associations,  and  the  amount  of  money  contributed  by  the 

^MrBoDFiSH.  In  the  first  place,  let  me  say  that  the  Government 
has  been  very  fair  and  very  generous  with  our  instituUons. 

Mr  Patman.  And  has  been  very  helpfuu       .    ,       ,  ..,    ..„ 

Mr.  BODFISH.  It  has  been  very  helpful,  as  it  has  been  with  the 
banking  institutions  throughout  the  country.  However  we  have 
received  the  same  type  of  assistance  m  the  emergency  and  the  cnsK 
periodlhat  the  other  institutions  have  received.  We  can  start  out 
for  example,  with  the  Home  Owners'  Loan  Corporation.  When  we 
wentlX  the  depression,  there  was  about  $21,000,000,000  of  mortgage 
debt  m  this  country  on  urban  homes,  four  famUies  or  less.  We  held 
at  tU  tune,  appro'ximately  $9,000,000,000  of  that.  A  ^n^all  portion 
of  it  was  held  by  commercial  banks,  another  small  proportion  held 
bvLrrlnce  companies,  and  some  by  savings  banks,  and  a  consider- 
jihlp  amount  bv  individual  investors.  . 

Thncheme  of  the  Home  Owners'  Loan  Corporation,  as  you  know 
was  to  take  mortgages  and  give  Government  bonds  m  exchange  for 
them.     We  received  about  $770,000,000. 

Mr  Patman.  That  was  very  helpful  to  you,  was  it  notr 
Mr'  BODFISH.  Very  helpful;  but  let  us  get  to  the  pomt  that  that 
was  13  percent  of  ou7niortgage  holdings.  That  was  28  percent  of  the 
bonds  issued  by  the  Home  Owners'  Loan  Corporation.  The  com- 
mercLl  banks  and  savings  banks  of  this  country  received  34  percent 
of  the  bonds  issued  by  the  H  O  L.  C.  which  was  something  bke 
26  percent  and  12  percent  of  their  entire  mortgage  holdmgs,  re- 
spectively. 

Mr.  Patman.  Who  was  that?        ,       .       ,      ,  ,  ,v,^ir  w.tArA^t 

Mr.  BoDFiSH.  The  commercial  and  savmgs  banks,  ^^^^  their  interest 

m  the  mortgages  was  much  less  than  ours  The  HO.  L.  V;;  to^^^" 
of  our  books  about  13  percent  of  our  mortgage  ho  dmgs.  That  took 
26  percent  of  the  mortgage  holdings  of  cornmercial  banks,  and  about 
21  percent  of  the  mortgage  holdings  of  individuals.  So,  proportion- 
ately, we  did  not  do  so  well,  in  the  aggregate.  j       ^u      *u 

Mr.  Patman.  Maybe  you  were  not  so  much  in  need  as  the  others. 

Mr  BoDFiSH.  I  think  it  was  partly  due  to  the  fact  that  ail  of  our 
business  had  been  on  a  long-term  amortized-loan  basis,  and  also 
manv  of  our  loans  were  seasoned.        , 

Mr.  Patman.  I  am  afraid  I  am  taking  too  much  tune  of  the  com- 
mittee, so  I  will  stop.  ,    ^  -  ^u  4.      f\t 

The  Chairman.  Just  one  minute  before  you  leave  that.  Ul 
course,  it  is  easy  to  understand  that  your  type  of  business  does  not 
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require  or  necessitate  the  help  the  others  did,  but  in  this  connection, 
it  should  be  said  that  the  Home  Owners'  Loan  Corporation  was  not 
passed  primarily  for  the  relief  of  any  institutions  but  to  save  the 
homes  of  people  who  were  about  to  be  turned  out  into  the  streets. 

Mr.  BoDFisH.  It  was  a  double-barreled  shotgun  affair:  To  assist 
home  owners  and  to  put  liquid  assets  into  financial  mstitutions,  closed 
banks,  commercial  banks,  and  building  and  loan  associations  also. 

Mr.  Patman.  You  have  not  finished  yom*  general  statement? 

Mr.  BoDFiSH.  No;  I  have  not.  To  contmue  with  the  general 
statement  for  a  moment,  we  feel  that  this  lending  or  insuring  activity 
has  a  very  adverse  effect  on  community  financing  institutions. 

Now,  here  is  a  group  of  citizens  that  have  gotten  together  a  fund 
of  money,  and  they  get  it  from  the  citizens  in  their  communities  and 
the}'  accumulate  it,  and  we  call  it  a  savings  and  loan  association. 
And  they  go  along  and  invest  all  of  it  hi  long-term  amortized  mort- 
gages. Our  cooperative  associations  have  gathered  a  substantial 
amount  of  money  together.  We  have  about  $6,000,000,000  in  the 
whole  country.  And  then  comes  this  F.  H.  A.  scheme,  which  we  do 
not  object  to,  so  far  as  it  moves  a  saw  or  swmgs  a  hammer;  but  through 
the  activity  and  credit  of  the  United  States  Government  in  insuring 
these  existing  mortgage  notes,  the  mortgages  are  sold  and  trafficked 
in  up  and  down  the  land.  They  have  handled  about  $200,000,000 
through  Government  purchase  at  the  Reconstruction  Finance  Cor- 
ptoration  Mortgage  Co.  and  the  Federal  National  Mortgage  Associa- 
tion, and  the  mortgages  due  to  the  Government  assumption  on  risk 
of  loss  are  coming  to  be  the  same  as  Wall  Street  paper,  and  that 
means  that  much  of  the  mortgage  business,  which  should  stay  in  the 
communities  and  be  done  by  community  institutions,  is  being  taken 
by  the  Government  and  to  the  eastern  capital  centers  of  the  United 
States. 

Now,  oiu*  thesis  is  this:  That  we  believe  this  country  will  be  better 
off  if  we  have  strong,  private  community  institutions,  and  I  do  not 
care  whether  they  are  banks  or  savings  and  loan  associations,  who 
gather  up  the  savings  with  a  thrift  program  in  the  community,  and 
relend  it  right  out  in  the  conmiunity. 

I  have  a  photostatic  copy  of  a  letter  here. 

(The  letter  referred  to  is  as  follows:) 

Federal  Housing  Administration, 
Washington,  D.  C,  November  29,  1938. 
Re  lower  monthly  payments 
on  the  home  you  build, 
buy,  or  already  own. 

Dear  Sir:  Did  you  know  the  Government  has  recently  made  it  possible  for 
you  to  borrow  as  much  as  90  percent  of  the  value  of  a  new  home  you  may  want  to 
build? 

Did  you  know  the  Government  has  arranged  a  way  for  you  to  borrow  as  much  as 
80  percent  of  the  value  of  an  existing  home  you  may  want  to  buy;  or  the  home  you 
now  own,  if  you  want  to  refinance  that? 

These  things  are  now  possible  under  the  revised  and  amended  plan  of  the 
Federal  Housing  Administration,  if  you  have  a  steady  income  and  good  credit. 
Are  your  monthly  payments  burdensome  on  your  present  home?  Would  you  like 
lower  payments  under  present  conditions?  Did  you  know  that  loans  are  now 
available  at  low  interest  rates,  and  that  the  payments  on  loans  for  new  construc- 
tion may  be  spread  out  to  a  maximum  of  25  years ;  or  that  on  the  home  you  now 
own,  or  may  want  to  buy,  payments  may  be  spread  over  a  period  up  to  20  years? 
You  can  readily  imagine  how  such  a  long  term  of  years  at  a  low  rate  of  interest 
will  cut  down  your  monthly  payments.  Thousands  of  people  are  eagerly  taking 
these  loans  today. 
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Government  men  will  ^e  present  to  teU 
Housing  meeting  to  be  held  m  l^^' ^^J^^^l^'^\  ^^93^  Are  you  considering  a 
Lincoln  Hotel  at  8  p.  m.,  Thursdav,  ^!^\^^^^_'^^' .^^^^^^^^    buying  a  home,  and  do 

brUeT  ^So*;S?wln\no''Sre"ffi  ^^^.1  the  ...  out  over  a 

if  you  failed  to  attend  this  meeting  Thursday  e^^^^^      ^  Do  not  depend  upon 

]^°^;,«XS'l^e  fir  %^!^:^^JI^^^^^  a-Uons  if  you  H.e. 

Yours  very  truly,  Edward  M.  Slater, 

District  Manager. 

This  will  eive  you  a  very  practical  picture  of  the  thing  we  are  dealmg 
^i      Th  «  rommunication  is  on  the  Government  stationeiy,  sent  out 

this  countiy,  and  this  says  to  every  citizen: 

In  paragraph  2  it  says: 

Do  you  know  that  the  Government  has  ''"^^^ed  V»y^°  fi"„*,"/ft/'''  ''°""' 
you  want  t«  build,  or  the  home  you  now  own,  if  you  want  to  rehnance 

And  it  then  goes  on  and  says: 

Are  you  tired  of  heavy  monthly  payments  you  are  making  on  your  home/ 
and  then  refers  to  loans  made  for  a  longer  term  of  years. 

We  do  noHhink  that  our  Government  or  the  personnel  of  our 
Government  or  the  funds  of  our  Government  should  go  out  into  o^r 
Communities'  and  attempt  to  put  on  a  program  for  the  citizens  to 
m^ZSh  existing  mortgage  paper  from  one  institution  to  another 
The  Sive  for  doiHg  that  is  that  the  new  mortgagee  lend  them  more 
monev  Xreas  the  real-estate  men  and  mortgage  brokers  and  the 
S  brokermake  a  commission  on  the  transaction  We  think  that 
save^  definite  intrusion  into  private  busmess;  and  we  also  think  it 
iniures  the  development  of  community  financial  institutions,  who 
shoufd  and  can  take  care  of  existing  mortgages  and  refinancmg  with- 
out  the  Government's  assistance.  -i  i    i        v     *i.« 

Mr   Patman.  Your  main  objection  is  to  the  possible  loss  by  the 

frnvprnment  on  the  msurance,  is  it  not?        ...  .      .  *  i  ^„ 

Mr  BODFISH.  Our  objection  is  because  it  mjures  busmess  tak^ 
business  awav  from  the  local  or  community  institutions,  that  have 
snenTdecadeTbuUding  up  a  fund  of  capital.  The  argument  against  it 
L^that  the  GoverZent-and  that  is  the  argument  that. we  should  be 
concerned  with  as  citizens,  that  the  Government  is  msunng  that 
mortgage  paper  and  assumuig  the  risk  of  loss,  m  order  to  get  a  piece^of 
Sale  paper  that  can  be  sold  here  in  W^hington  to  Government 
aeenciei  or  in  New  York,  and  traded  and  trafficked  in 
Mr.  Patman.  Do  you  think  there  is  much  of  a  risk,  when  they  get 

**°Mr  Bonlrr  We  have  had  a  lot  of  experience  in  the  business  of 
long-term  mortgages,  and  I  want  to  tell  you  frankly— and  1  am  will  ng 
to  flmost  make  a  wager  on  it-that  5  years  from  now  they  will  find  it 
takesone-half  of  1  percent  to  keep  the  books  and  carry  on  the  general 
administration  of  the  busmess,  to  say  nothmg  of  losses. 
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Mr.  Patman.  Compare  it  with  insurance  on  building-and-loan 
associations.  The  Government  put  up  $100,000,000  to  organize  an 
^sm-ance  corporation  to  insure  your  mortgages,  did  it  not? 

Mr.  BoDFisH.  No,  sir. 

Mr.  Patman.  How  much  did  it  put  up? 

Mr.  BoDFisH.  The  Government  put  up  $100,000,000  to  insure  the 
mvestments  of  millions  of  citizens,  just  as  it  put  up  some  several 
hundreds  of  milhoiis  to  insure  the  deposits  in  the  banks  of  this  coun- 
try, and  that  IS  a  lot  different  thing  than  insuring  individual  mortgages 
AAn  ^'  ^^'^*'^^-  ^"^  anyway,  the  Government  has  invested  $100,- 
000,000  to  protect  the  investors,  has  it  not?  I  say  it  should  have 
done  it. 

Mr.  BoDFisH.  But  just  as  it  did  in  the  Federal  Deposit  Insurance 
Corporation. 

Mr.  Patman.  But  the  Government  did  do  it? 

Mr.  BoDFisH.  Yes. 

Mr.  Patman.  It  requires  you  to  pay  an  interest  rate,  a  certam 
percentage,  as  a  sort  of  mgurance  premnira,  does  it  not? 

Mr.  BoDFisH.  A  percentage  of  the  insured  accounts. 

Mr.  Patman.  And  the  rate  is  one-eighth  of  1  percent,  is  it  not? 

Mr.  BoDFisH.  Let  me  answer  tliis  way:  We  are  responsible  for 
three  times  the  premium  charged  to  the  commercial  bank,  because 

Mr.  Patman.  I  am  not  talking  about  the  banks,  now.  Let  us 
foi^et  them  just  a  moment,  because  we  are  talking  about  building  and 
loan  associations,  and  the  rate  is  one-eighth  of  1  percent,  is  it  not? 

Mr.  BoDFisH.  That  is  right;  and  an  assessment  of  one-eighth  of 
1  percent. 

Mr.  Patman.  The  Goveniment  is  running  the  risk  of  its  money  by 
taking  all  of  your  loans  of  your  investors,  not  seeing  any  of  them,  not 
passing  on  any  of  them,  not  appraising  any  of  them,  for  an  insurance 
premium  of  one-eighth  of  1  percent,  and  you  are  bomid  to  say  that  is 
reasonable  and  it  is  sufficient.  So  if  it  is  reasonable  and  if  it  is  suffi- 
cient, why  IS  It  not  reasonable  and  sufficient,  when  the  Government 
goes  out  and  selects  its  risks,  and  only  takes  the  best,  and  charges, 
one-half  of  1  percent? 

Mr.  BoDFisH.  There  is  a  very  clear  answer  to  that,  Congressman, 
and  I  would  Uke  to  attempt  to  elaborate  on  it. 

Mr.  Patman.  I  would  like  to  have  your  explanation  of  that. 

Mr.  BoDFisH.  In  the  first  place,  there  is  no  similarity  between  the 
transactions.  It  is  one  thing  to  take  the  risk  of  insuring  an  investor 
and  depositor  in  a  bank  or  a  shareholder  in  a  building  and  loan  associa- 
tion, where  you  have  experienced  and  responsible  local  management 
and  reserves  in  those  institutions  that  have  accumulated  over  a 
period  of  years,  which  takes  the  losses;  and  furthermore,  it  is  not  true 
to  say  they  do  not  mspect  them  or  appraise  them,  because  institutions 
msured  are  examined  each  year  and  if  there  is  an  institution  that  is  not 
obviously  solvent,  with  ample  reserves,  the;yr  inspect  them  and  ap- 
praise doubtful  assets  and  suggest  pohcies  which  will  remedy  the  prob-^ 
lem.  Furthermore,  their  inexperience  and  the  fact  that  the  associa- 
tion absorbs  its  own  losses  from  earnings  or  profits.  I  think  those 
institutions  probably  have  made  more  home  loans  on  individual  mort- 
gages than  any  other  financial  group,  and  have  absorbed  their  losses 
out  of  their  own  earnings  and  reserves,  and  the  whole  losses  in  the 
Federal  Savings  and  Loan  Insurance  fund  have  been,  I  think,,  about 
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$500,000,  during  which  time  there  has  been  paid  in  somethmg  over 
$12,000  000  or  $14,000,000  in  eammgs  and  premiums  above  expenses. 

Mr.  Patman.  Let  us  say,  getting  it  down  to  a  simple  answer,  so 
I  can  understand  it,  suppose  that  a  building  and  loan  association  had 
one  investment  of  $5,000—1  will  give  you  a  case  that  is  not  practical, 
but  it  will  illustrate  the  point— one  mvestment  of  $5,000.  Now, 
then  there  is  one-eighth  of  1  percent  wliich  is  paid  to  this  insurance 
corporation,  that  is,  the  Federal  Insurance  Corporation,  as  an  msur- 
ance  premium  to  guarantee  that  $5,000  investment  agamst  loss; 
is  not  that  correct? 

Mr.BoDFiSH.  That  is  right.  _,      ^  ^       •       *i 

Mr  Patman  That  is  your  case.  The  Government  usmg  the 
Federal  Housing  Admmistration  selects  its  risk,  puts  up  80  percent  of 
the  appraised  value,  and  collects  one-half  of  1  percent,  instead  of 
one-eighth  of  1  percent  as  an  insurance  premium.  I  just  cannot 
miderstand  why  one-half  of  1  percent  would  not  be  perfectly  safe  m  a 
case  like  that,  if  one-eighth  of  1  percent  would  be  safe  m  your  case. 

Mr.  BoDFiSH.  If  the  two  are  analogous  and  the  same  thmg,  you 
would  be  right.  ... 

Mr.  Patman.  I  consider  them  analogous.  Of  course,  one  is  msuring 
investments,  that  is  true,  and  the  other  is  loanmg  money.  After  all, 
an  investment  is  made  in  the  loan. 

Mr.  BoDFiSH.  That  is  right,  but  the  institution  pays  its  investor 
about  3  percent,  and  probably  puts  one-half  of  1  percent  m  its  own 
reserve  to  take  the  loss  on  the  tiling,  and  conducts  its  business  by 
building  up  a  margm  or  cushion  with  wliich  to  take  its  own  losses; 
and  the  probabilities  are  that  there  will  be  no  loss  to  the  secondary 
insuring  agency. 

What  you  are  doing  dow^n  here  in  the  Government,  Congressman,  is 
going  out  and  making  80-,  90-,  or  100-percent  loans,  because  you  cannot 
appraise  them  that  accurately .    . 

Mr.  Patman.  So  are  you.     The  building  and  loan  associations  do 

the  same  thing. 

Mr.  BoDFiSH.  Yes;  and  we  were  doing  pretty  good. 

Mr.  Patman.  And  the  Government,  of  course,  insures  the  mvest- 
ments in  them. 

Mr.  BoDFisH.  That  is  right,  but  they  take  the  mortgage-msurauce 
premium,  and  we  say  they  endorse  each  mortgage  or  piece  of  paper 
against  all  losses.  It  just  seems  to  me  a  much  different  thing  to  insure 
an  individual  mortgage  out  m  the  individual  communities  and  to 
come  to  the  Government  for  the  repayment  of  each  and  all  losses  than 
to  insure  bank  deposits  and  savmgs  and  loan  shares  for  an  institution 
that  has  reserves,  management,  and  an  ample  cusliion  to  take  its  own 

losses. 

Mr.  Patman.  Now,  another  question  that  bothers  me  is  this:  If  we 
do  not  pass  this  legislation,  what  will  happen  to  people  who  are 
making  iiicomes  of  $1,200  or  $1,400?  Are  they  amply  taken  care  of 
in  the  building  and  loan  associations? 

Mr.  BoDFisH.  Yes. 

Mr.  Patman.  How  low  down  are  they  taken  care  of;  I  mean  m 
annual  income? 

Mr.  BoDFisH.  We  get  down  about  as  far  as  $1,000  or  $1,200. 

Mr.  Patman.  Do  you  cater  to  that  class  of  business? 

Mr.  BoDFiSH.  We  cater  to  the  class  of  business  ranging  anywhere 
between  $1,400,  $1,200,  $1,500  or  $1,800,  and  up. 
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Mr.  Patman.  Do  you  give  them  the  same  consideration? 

Mr.  BoDFisH.  Your  Federal  Housing  Administration  is  not  catering 
to  that  class  of  business.  The  income  of  the  average  borrower  with 
an  F.  H.  A.  insured  mortgage  in  1938  was  $2,400.  For  a  hundred 
years  we  have  dealt  with  humble  people  in  this  Nation  and  with 
persons  of  much  lower  incomes.  We  have  had  a  place  where  a  man, 
often  without  a  banking  coimection,  could  go  and  get  a  loan,  and  that 
group  consists  of  about  the  middle  one-third  of  our  people. 

Mr.  Patman.  In  other  words,  you  help  the  lower-income  class  to 
submerge  the  other  two-thirds? 

Mr.  BoDFisH.  No ;  I  would  not  stand  here  and  say  that  the  financial 
institutions  have  given  credit  to  the  lowest  one-third,  but  I  will  say 
the  building  and  loan  associations  have  dealt  more  with  the  lower- 
income  group  than  any  other  financial  institutions. 

Mr.  Patman.  Did  you  ever  see  a  publication  like  this  one  here  put 
out  by  your  organization? 

Mr.  BoDFisH.  Yes. 

Mr.  Patman.  It  is  put  out  by  the  United  States  Building  and  Loan 
League,  333  North  Michigan  Avenue,  Chicago,  111.? 

Mr.  BoDFiSH.  That  is  right. 

Mr.  Patman.  That  is  the  organization  you  speak  for? 

Mr.  BoDFisH.  That  is  right. 

Mr.  Patman.  That  is  the  trade  association  for  the  building  and  loan 
associations? 

Mr.  BoDFiSH.  Yes;  that  is  right. 

Mr.  Patman.  Let  us  look  at  some  of  the  questions  here.  "What 
have  you  to  sell?  1.  Savings  service.  2.  Loan  service.  Where  is 
your  market?  Your  market  is  the  natural  area  of  your  community." 
This  is  an  appeal  of  the  lender  in  the  building  and  loan  associations? 

Mr.  BoDFiSH.  That  is  not  what  it  is. 

Mr.  Patman.  What  is  it,  Mr.  Bodfish? 

Mr.  Bodfish.  It  is  an  advertising  appeal  to  the  institutions,  sug- 
gesting that  more  people  can  buy  homes  with  incomes  of  $1,400  and 
up,  and  more  people  who  can  save  money  to  buy,  from  $1,400  up. 
It  was  issued  to  institutions  suggesting  how  best  to  spend  their  ad- 
vertising dollar. 

Mr.  Patman.  It  says:  "Who  is  your  market?  (People  make 
markets.)  The  *top  half  families  make  the  best  market!  What  are 
*top  half  families?"  Then  it  says  that  "top  half"  families  are  families 
with  incomes  over  $1,446  per  year,  and  the  bottom  half  are  families 
with  incomes  less  than  $1,446  per  year.  "Medium  average  based  on 
consumer  purchase  survey.  Departments  of  Agriculture  and  Labor." 

Now,  on  the  next  page:  "The  'top  half  comprises  50  percent  of 
United  States  families  and  70  percent  of  the  buying  power." 

I  really  thought  there  was  more  buying  power  than  that.  But  I 
guess  these  figures  are  right. 

"The  'top  half  spends  63.7  percent  of  all  money  spent  for  shelter. 
Housing  loans  are  your  business." 

And  on  the  next  page:  "Savings  are  your  business." 

Then  on  the  next  page  it  says,  "How  about  the  'lower  half?  It's 
a  market  you  don't  want!" 

Do  you  mean  that,  Mr.  Bodfish,  "It's  a  market  you  don't  want"? 
"They  spend  10  percent  of  their  incomes.  Food  and  shelter  alone 
eat  up  76.6  percent  of  their  incomes.  They  can't  save.  They  can't 
buy  homes.     So  forget  the  bottom  half." 
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Then  you  have  a  picture  here  of  an  eight  ball  and  it  says— you  have 
a  picture  of  some  heads  sticking  out,  and  one  says,  "Can't  save." 
Another  one  says,  "Always  behind."  Another  one  says,  "Owes  every- 
one" ;  and  another  one  says  "Dead  beat" ;  and  another  one  peeks  around 

and  says,  "On  relief."  .   ^  ,         ^ ,     t^    i/?  i    xv   ^  xu 

Of  course,  there  is  a  strong  inference  there,  Mr.  Bodtish,  that  the 
people  who  are  in  that  income  group,  less  than  $1,446,  that  are  kind 
of  dead  beats;  that  they  are  not  capable  of  managing  then-  affairs, 
and  should  not  be  considered  in  the  housing  program;  is  that  not 

right? 
Mr.  Bodfish.  Are  you  ready  for  me  to  speak? 

Mr.  Patman.  Yes.  .     .      t  j 

Mr.  Bodfish.  If  I  might  have  the  floor  for  a  nunute,  1  do  not 
hesitate,  at  all,  Mr.  Congressman,  to  say  that  our  institutions  have 
come  closer  to  dealing  with  the  lower-income  group  than  any  other 
financial  mstitutions.  Our  average  loan,  last  year,  by  official  Gov- 
ernment statistics,  was  $2,200,  while  the  F.  H.  A.'s  was  more  than 
twice  that;  and  if  an  advertising  department  m  contact  vidth  institu- 
tions only,  trying  to  sell  a  housing  advertismg  prograna,  which  has 
nothing  to  do  with  the  public  pohcy,  suggests  to  the  institutions  that 
more  people  with  incomes  over  $1,400  can  buy  homes  and  can  save 
money,  I  feel  no  embarrassment  about  it  at  all. 

What  we  have  known  for  a  century  is  that  the  working  man's 
institutions  and  people's  banks  that  would  take  a  fellow  with  a  small 
down  payment  in  house  purchase,  and  husband  and  reward  his  sav- 
ings—in that  way,  we  have  come  closer  to  deahng  with  the  lower- 
income  group  than  anyone  else.  Obviously,  the  people  just  making 
a  subsistence  should  not  be  buying  houses,  and  they  should  not  be 
urged  by  the  Government  to  attempt  to  buy  homes  until  they  have 
got  a  stronger  economic  position  and  some  savings. 

Mr.  Patman.  Now,  Mr.  Bodfish,  of  course  this  question  of  interest 
bothers  me.  I  am  m  accord  with  the  building  and  loans.  I  appreciate 
that  they  have  done  a  wonderful  work  in  this  country  and  I  have  no 
word  of  criticism.  But  at  the  same  time,  do  you  not  want  this 
Government  to  try  to  do  something,  whatever  can  be  done,  to  help 
the  people  who  have  suffered  by  reason  of  these  second  and  third 
mortgages  and  these  excessive  and  usurious  interest  rates?  I  notice 
that  all  of  the  telegrams  and  letters  I  get,  or  most  of  them,  say,  "Now, 
we  are  opposed  to  title  II."  Some  of  them  say  they  are  in  favor  of 
new  construction  under  title  II.  Some  of  them  are  against  title  II 
entirely,  but  they  all  wind  up  by  saying  they  are  in  favor  of  title  I. 

That  indicates  to  me,  whether  I  am  right  about  it  or  not,  that  the 
interest  rate  must  be  the  main  factor,  or  at  least  the  determining  factor. 
Title  I  carries  9.7  percent  interest,  and  they  are  willing  to  accept 
that.  But  on  the  other,  where  the  interest  rate  is  very  low,  they  are 
not  willing  to  accept  it. 

I  wonder  if  you  would  object  to  the  law  being  amended,  so  that  the 
buildmg-and-loan  companies  could  not  get  their  paper  discounted 
with  the  home-loan  banks,  if  they  charged  in  excess  of  5  percent 
interest? 

Mr.  Bodfish.  Do  you  want  to  regiment  and  control,  Mr.  Patman, 
all  of  the  competing  companies  and  associations  and  all  of  the  banking 
institutions?  We  will  not  like  that,  and  will  be  indignant  about  it 
but  we  can  live  under  it  if  it  is  universally  appHed  to  banks,  credit 

137353—39 11 


i 


15g  AMENDMENTS  OF  1939  TO  NATIONAL  HOUSING  ACT 

unions,  and  the  like.  It  so  happens  that  about  2  percent  of  those 
title  I  loans  were  made  by  the  building  and  loans  themselves,  and 
about  75  percent  were  made  by  the  National  and  State  banks.  We 
made  practically  all  of  our  property  improvement  loans  under  our 
regular  mortgage  plan  and  regular  interest  plan,  ranging  from  5  to  6 
percent  these  days. 

Mr.  Patman.  And  you  did  not  even  charge  9.7  percent? 

Mr.  BoDFisH.  In  very,  very  few  instances  as  most  of  our  repair  and 
modernization  loans  were  made  right  on  our  regular  plan.  We  have 
been  in  the  repair  and  modernization  loan  business  for  years,  but  we 
commend  title  I  because  we  did  not  want  to  come  before  this  committee 
when  there  are  still  10,000,000  people  unemployed,  and  raise  any  objec- 
tion to  anything  that  creates  employment. 

Mr.  Patman.  You  must  reahze  that  it  is  the  duty  of  the  State,  and 
in  certain  cases  the  Federal  Government,  to  regulate  the  amount  of 
interest  that  can  be  collected  from  people? 

Mr.  BoDFisH.  That  is  right. 

Mr.  Patman.  You  recognize  that,  do  you  not?  That  is  customary 
in  this  country,  is  it  not? 

Mr.  Bod  FISH.  Yes. 

Mr.  Patman.  Would  you  object  to  a  provision  that  would  make  it 
impossible  for  the  paper  to  be  discounted,  if  interest  in  excess  of  5 
percent  is  charged? 

Mr.  BoDFiSH.  Would  you  apply  the  same  thing  to  all  other  lenders, 
and  put  it  in  terms  of  cost  to  the  borrower?  You  realize  that  the 
F.  H.  A.  has  never  insured  a  dime  to  anybody  for  5  percent;  and  it  is 
from  5K,  oYij  and  6  percent,  and  so  on,  cost  to  the  borrower? 

Mr.  Patman.  It  would  not  be  discrimination  against  you,  because 
you  could  make  these  9.7  loans,  too.  I  am  just  talking  about  dis- 
counting the  paper  with  the  home  loan  banks. 

Mr.  BoDFiSH.  Listen!  We  can  live  under  it,  if  you  put  that  in  and 
apply  it  in  terms  of  cost  to  the  borrower  and  to  all  lenders,  including 
banks.  We  do  not  like  it,  because  we  do  not  think  this  kind  of  thing 
ought  to  be  regulated  entirely  from  Washington  and  controlled  from 
Washington. 

Mr.  Patman.  Is  not  the  fact  that  1  percent  margin  is  sufllcient? 

Mr.  BoDFisH.  It  never  has  been. 

Mr.  Patman.  Like  the  Federal  land  bank  has  deinonstrated  that 
1  percent  is  sufficient?    Although  I  believe  it  is  the  minimum. 

Mr.  BoDFisH.  Yes;  but  you  gentlemen  are  appropriating  $30,000,000 
or  $40,000,000  every  year  to  pay  the  deficits. 

Mr.  Patman.  Would  that  be  necessary  if  we  took  into  consideration 
the  fact  that  we  can  refinance  those  bonds  for  3  percent  and  3}^ 
percent  and  less? 

Mr.  BoDFisH.  There  is  not  a  business  in  the  United  States,  Mr. 
Congressman,  that  can  survive  in  a  position  of  competition  with  its 
Government.  If  you  let  private  business  do  it,  it  wUl  take  probably 
more  for  private  business  to  raise  a  fund  of  money  in  Paris,  Tex.,  than 
for  the  Government  to  sell  bonds  and 

Mr.  Patman.  Yes;  and  we  do  not  want  that  competition,  but  there 
are  social  reasons  why  the  Government  should  use  its  credit  for  the 
benefit  of  its  citizens.  It  occurs  to  me  that  those  reasons  should  be 
taken  into  consideration,  as  well  as  the  economic  reasons  that  are 
involved. 
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Mr.  BoDFisH.  If  there  are  social  reasons  why  the  Government  should 
take  the  responsibility  for  raising  all  of  the  funds  for  the  credit  opera- 
tions of  this  countiy  and  lend  it  back 

Mr.  Patman.  Not  all  of  it. 

Mr.  BoDFiSH.  I  did  not  get  into  the  farm  credit  situation,  at  all. 
We  raise  no  question  about  the  new  construction,  because  that  is  a 
constructive  program  for  putting  people  to  work.  I  do  not  see  a 
social  reason  of  any  kind,  for  the  credit  of  the  Government  to  be  used 
to  take  an  existing  mortgage  out  of  the  Paris  Building  and  Loan 
Association  and  sell  it  to  the  United  States  Government,  or  the 
X.  Y.  Z.  Life  Insurance  Co. 

Mr.  Patman.  Well,  if  the  Paris  Building  and  Loan  Association 
gave  the  same  interest  rate  as  the  Government  gave,  it  would  not  be 
taken  out,  would  it? 

Mr.  BoDFisH.  Yes;  and  we  come  right  back  to  the  same  simple, 
definite  proposition:  No  private  business,  financial  or  otherwise,  can 
borrow  money  as  cheaply  as  the  Government  can,  and  no  institution 
can  long  survive,  in  competition,  with  its  Government,  in  the  lending 
business. 

Mr.  Patman.  As  I  understand  it,  this  program  is  not  to  take  over 
the  financing  of  all  loans? 

Mr.  BoDPisH.  Why  not?  They  want  the  privilege  available  to 
10,000,000  families.  They  endorse  the  note  with  Government  credit, 
and  that  is  almost  the  same  thing  as  lending  the  money. 

Mr.  Patman.  But  to  establish  a  yardstick  to  determhie  the  value  of 
the  services  and  the  value  of  the  use  of  credit,  how  much  people 
should  pay,  and  provide  a  way  to  protect  them  from  excess  payments 
and  excess  interest  charges. 

Mr.  BoDFisH.  We  have  not  had  any  trouble  in  meeting  the  F.  H.  A. 
in  terms  of  rates.  We  have  not  been  able  to  meet  it  in  terms  of  loan 
percentages,  because  the  United  States  Government  will  pay  the 
losses  on  the  insured  loans  and  we  take  our  own  losses.  But  we  still 
do  not  see  why  m  the  world  the  credit,  the  appropriations  and  the 
personnel  of  the  United  States  Government  should  be  brought  out, 
just  in  order  to  stamp  a  mortgage  that  is  made  down  in  Paris,  Tex., 
with  the  stamp  of  the  United  States,  m  order  that  it  can  be  sold  by 
the  Government  to  another  Government  agency,  or  dealt  and  traf- 
ficked in  around  the  eastern  financial  centers,  taking  the  mortgage- 
loan  business  out  of  the  community. 

Mr.  Patman.  In  1932  the  R.  F.  C.  Act  was  passed,  and  it  was  to 
bail  out  the  banks  and  insurance  companies  and  railroad  companies? 

Mr.  BoDFisH.  That  is  right. 

Mr.  Patman.  It  was  for  the  use  of  the  Government's  credit? 

Mr.  BoDFisH.  In  an  emergencv  and  crisis. 

Mr.  Patman.  Yes;  absolutely  necessary. 

Mr.  BoDFiSH.  That  is  right. 

Mr.  Patman.  It  was  justified,  all  right.  Now,  since  that  time,  we 
have  used  the  Government's  credit  to  guarantee  deposits  in  banks; 
we  have  used  the  Government's  credit— all  of  which  I  am  commending 
not  criticizmg— we  have  used  the  Government's  credit  to  assist  the 
buildmg  and  loan  companies;  we  have  used  the  Government's  credit 
in  many  ways  and  for  many  different  purposes;  and  if  I  remember 
correctly,  this  committee  and  the  Congress  really  believed  it  was 
necessary  for  this  Government  to  use  and  extend  its  credit,  which, 
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after  all,  is  just  a  blanket  mortgage  on  all  of  the  property  of  all  of  the 
people  and  a  levy  on  the  incomes  of  all  of  the  people,  for  the  purpose 
of  assisting  that  class  of  people  which  are  at  the  mercy  of  those  who 
will  charge  excessive  rates  of  interest.  .      ,  • 

It  occurs  to  me  that  we  would  be  justified  m  domg  that,  and  1 
insist,  Mr.  Bodfish,  not  for  the  purpose  of  taking  over  the  busmess, 
at  all— I  would  not  do  that— not  for  the  purpose  of  creatmg  competi- 
tion, but  for  the  purpose  of  havmg,  you  might  say,  what  Mr.  Jones 
said  was  a  shotgun  in  the  comer  for  the  purpose  of  protectmg  the 
people  against  these  excessive  charges  and  high  mterest  rates. 

Mr.  Bodfish.  Well,  Mr.  Congressman,  on  that,  there  are  none  of 
us  that  do  not  feel  it  is  perfectly  proper  for  the  Goyemnaent,  State 
and  National,  to  estabhsh  reasonable  policies  regarding  the  conduct 
of  business  mstitutions.  However,  this  is  one  of  the  most  dangerous 
things  in  the  country,  today,  this  line  of  reasonmg,  that  because  we 
do  something  in  an  emergency  and  we  deal  with  the  emergency  nobly 
and  effectively— that,  therefore,  it  must  be  contmued  and  expanded 
until  the  Government  controls  and  dominates,  for  example,  the  pi ivate 
mortgage  market.  There  is  no  reason  in  the  world  why  the  Govern- 
ment should  endorse  or  control  the  $17,500,000,000  of  existing  mort- 
gage debts.  .       .  .     X     •   •    xi.    Qi.„*« 

The  place  to  determme  the  appropnate  mterest  rates  is  m  the  btate 
legislatures  and  all  of  the  other  bodies  which,  from  time  unmemorial, 
have  set  the  maximum  contract  rates,  and  so  forth,  m  this  country; 
and  we  just  do  not  see  why  we  should  continue  to  build  up  the  arrange- 
ment here,  dealmg  with  exastmg  mortgages,  when  we  do  not  thmk 
there  is  any  social  purpose  served  by  trading  and  trafficking  m  them 
UP  and  down  the  land,  and  takmg  them  away  from  the  mstitutions 
that  some  private  citizens  have  tried  to  build  up  in  the  communities, 
and  the  earnings  from  which  are  distributed  to  aU  of  the  members  of 

those  institutions.  /  xi,  4.   4^«+«^^^f 

Mr  Patman.  How  do  you  justify  the  consistency  of  that  statement 
with  the  fact  that  you  are  m  favor  of  extendmg  title  I?  Mow,  tnat 
was  created  for  the  purpose,  in  the  crisis,  to  put  people  to  work,  and 
you  say  that  dl  of  these  emergency  powers— there  should  be  an  end 
to  them?  .     .  , 

Mr.  Bodfish.  That  is  right.  .  ^    .u  4-  fUi.  T? 

Mr  Patman.  Why  should  there  not  be  an  end  to  that  title  1.^ 

Mr.  Bodfish.  Mr.  Patman   if  you  want  to  end  title  I,  Jou  mU 

not  hear  a  peep  from  the  building  and  loan  associations.     We  have 

not  objected  and  we  are  not  objectmg  to  its  contmuation,  for  the 

sunple  reason  that  we  realize  there  is  a  social  imphcation  mvolved  as 

Mrl^pIraAN!  You  are  not  advocating  it;  you  are  just  not  oppos- 

"^  Mr*  Bodfish.  We  are  not  objecting  U)  it.    I  am  trying  to  draw 
the  Une  between  the  insurance  of  existing  mortgages  and  social  poucy 

^^Mr^  pItmTn.  But  you  are  advocating  title  II,  so  far  as  new  con- 
struction is  concerned?  ,  .     ,.       ,    .,   ,  -x  •    j^^nfr  ^omfi 
Mr.  Bodfish.  We  are  not  objectmg  to  it,  because  it  is  doing  some 

^^The  Chairivl^n.  If  you  wiU  just  proceed  with  your  general  state- 
ment, we  will  appreciate  it. 
Just  a  minute.    Off  the  record. 
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(Here  followed  discussion  off  the  record.) 

The  Chairman.  Go  ahead  with  your  general  statement,  and  if  we 
do  not  get  through  today,  we  will  come  back  tomorrow  and  resume. 

Mr.  Bodfish.  I  will  try  to  conclude  briefly  before  12  o'clock. 

Again,  our  whole  case,  Mr.  Chairman,  turns  entirely  around  this 
insuring'of  existing  mortgages.  I  think  it  has  been  brought  out  very 
clearly  in  my  responses  to  Congressman  Patman's  questions,  that  we 
want  to  build  up  these  institutions,  not  only  our  own,  but  we  think 
the  community  bank  is  a  good  thing  in  this  country,  rather  than  the 
Nation-wide  banks  and  banking  systems  and  the  Nation-wide  sale 
of  mortgage  securities.  And  we  have  insured  some  of  our  mortgages. 
We  have  worked  along  with  the  program,  but  in  the  maui,  we  have 
done  our  business  without  asking  the  Government  to  endorse  notes  or 
asking  it  to  take  the  responsibility  for  losses. 

Now,  among  the  arguments  that  I  have  heard  regarding  this  existing 
construction,  is  the  proposition  that  you  cannot  sell  a  new  automobile, 
unless  you  finance  the  old  one  adequately,  and  I  think  that  is  a  very 
plausible  argument,  but  I  would  like  to  analyze  that  a  bit.  In  the 
first  place,  it  assumes  that  there  is  no  credit  available  right  in  the 
community  to  handle  that  refinancing  phase  of  the  business.  You 
cannot  go  anywhere  in  the  country  today,  and  pick  up  a  newspaper, 
but  what  every  financial  institution,  almost,  is  advertising  for  loans, 
that  is  trying  to  get  its  money  out  at  rates  starting  at  4, 4}^,  5,  5K,  and 
sometimes  6  percent;  and  I  would  like  to  say  a  bit  more,  by  using  the 
analogy  that  has  been  discussed  so  much,  that  the  automobile  com- 
panies, in  order  to  sell  their  new  cars,  do  not  come  down  and  ask  the 
United  States  Government  to  appraise  the  car,  to  endorse  the  paper  or 
deal  in  used-car  paper  or  debts,  and  I  think  that  analogy  appUes  in 
this  mortgage  field. 

Now,  one  of  the  things  that  is  bothersome  about  this  picture  is  that 
it  is  developing  a  brokerage  or  commissions  system  of  mortgage  lend- 
ing. In  other  words,  the  individual,  without  any  particular  capital, 
can  go  around  and  solicit  a  mortgage,  and  for  a  fee  or  commission  of 
one  or  two  points  paid  by  the  mortgagor,  that  mortgage  is  insured 
and  it  is  sold  to  some  firm  in  the  East,  or  to  the  United  States  Govern- 
ment, and  the  Uke,  and  we  are  not  sure  that  that  is  a  most  wholesome 
situation. 

I  want  to  emphasize  again,  as  I  said  to  Congressman  Patman:  We 
can  handle  the  interest  rate  question  and  meet  the  F.  H.  A.  charges 
to  the  borrower,  but  that  was  never  5  percent  not  even  after  ycu 
amended  this  act  last  year.  Before  your  amendment  it  was  6.3 
percent  and  on  up,  and  not  the  5  percent  interest  we  heard  so  much 
about.  It  is  a  bit  lower  now.  There  is  an  average  of  1  percent  or 
2  percent  commission,  insurance  premium  and  title  fees,  and  so  on, 
then  generous  fees  to  the  broker  who  dug  up  the  proposition;  our 
whole  theory  is  that  we  will  be  as  well  off,  if  we  build  and  encourage 
some  stable  community  institutions,  not  exclusively  of  our  type, 
because  we  have  been  doing  only  about  55  percent  of  the  institutional 
lenciing  business,  and  the  savings  banks  and  insurance  companies  and 
commercial  banks  have  invested  a  portion  of  their  capital  in  mortgages 
and  should  not  need  a  Government  guarantee  to  carry  on. 

Mr.  Patman.  I  am  in  thorough  accord  with  you  fully  about  using 
the  money  and  credit  as  much  for  the  local  community  as  possible. 
Twenty-four  banks  now  own  one-third  of  the  resources  of  all  of  the 
16,000"banks,  and  I  consider  that  a  very  unhealthy  situation. 
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Mr.  BoDFiSH.  Do  you  not  realize  that  the  essence  of  this  thing  is, 
that  it  puts  the  endorsement  of  the  Government  on  them,  so  the  big 
banks  and  insurance  companies  can  buy  them  and  deal  in  them  like 
they  do  their  bond  transactions?  That  the  banks  even  list  the  indi- 
vidual mortgages,  the  names,  and  so  forth,  with  the  amounts,  and 
send  a  regular  bond  circular  around  and  deal  in  them  here  and  there 
and  other  places?  I  just  do  not  believe  that  is  a  healthy,  wholesome 
thing.  If  that  is  necessary  in  new  construction,  then  let's  withhold 
judgment  and  let  it  go  on.*^  But  as  to  merely  taking  mortgages  out  of 
existing  institutions,  we  see  no  reason  for  that. 

Under  section  3  of  this  bill,  these  words  appear:  "Have  been  made 
or  assigned  to,  and  be  held  by" 

The  Chairman.  That  has  been  taken  out,  Mr.  Bodfish. 

Mr.  Bodfish.  Well,  we  have  not  labored  in  vain.  then. 

The  Chairman.  Let  me  suggest  that  no  doubt,  you  are  addressing 
yourself  to  the  only  matter  to  which  you  want  to  direct  attention  in 
this  bill,  and  that  is  the  question  of  insurance  on  existing  construction. 

Mr.  Bodfish.  Yes,  sir.  Well,  now,  Mr.  Chairman,  I  think,  unless 
there  are  questions,  1  can  conserve  the  time  of  the  committee  by  con- 
cludi :ig  this  statement,  and  I  would  Uke  to  have  in  your  record  the 
semiannual  survey  of  the  National  Association  of  Real  Estate  Boards 
dealing  with  the  excess  or  shortage  of  mortgage  money  in  the  principal 
cities  of  the  United  States.  I  think  that  is  relevant,  because  it  shows 
the  cities,  large  and  small,  and  what  the  situation  is  as  to  interest 
rates  and  as  to  the  availabihty  of  mortgage  money. 

The  Chairman.  There  is  no  objection,  1  am  sure,  to  putting  it  in 
the  record. 

(The  matter  referred  to  is  as  follows: ) 

Thirty-Second  Semiannual  Survey  op  the  Real  Estate  Market  Compiled 
BY  THE  National  Association  of  Real  Estate  Boards 

[Released  January  14, 1939] 

Four  things  stand  out  in  the  survey  findings: 

1.  Increased  supply  of  capital  available  for  real-estate  loans,  and,  even  more 
important,  continued  tendency  to  lower  interest  rates.  The  survey  shows  the 
most  generally  favorable  situation  in  respect  to  both  interest  rates  and  mortgage 
money  supply  that  has  ever  been  recorded  in  the  country's  real-estate  history. 

Table  VIII. — Percentage  of  cities  reporting  an  excess,  eqinlihrium,  or  shortage  of 

money  for  real-estate  mortgage  loans 


Section  and  size  of  city 


Total  for  United  States 

New  England - 

Central  Atlantic 

Southea'tt 

Great  I-akes 

North  Central - 

South  Central 

Northwest 

Southwest-.- - 

500,000  or  over.-. 

200,000  to  500,000 

100,000  to  200,000 

25,000  to  10a,000-- 

Under  25,000- 

District  and  country  boards.. 


Capital 
seeking 
invest- 
ment 


77 


78 
67 
67 
78 
86 
86 
87 
80 
100 
96 
87 
80 
66 
65 


Equilib- 
rium 


10 


22 

15 

6 

11 


11 

li' 


10 

11 

14 
13 


Loans 
seeking 
capital 


13 


18 
27 
11 
14 

3 
13 

9 


4 

3 

9 

20 

22 


I 

f    V 


J 


f 
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Table  IX. — Percentage  of  cities  reporting  rising^  steady ^  or  falling  interest  rates  on 

mortgage  money 


Section  and  si?.e  of  city 

Rising 

Steady 

Falling 

Total  for  United  States          

2 

69 

29 

New  Enclftnd       -                       *  -- - - - --- 

67 
73 
€3 
64 
73 
61 
80 
73 
73 
54 
58 
75 
62 
82 

33 

Central  Atlantic  .  -                  

5 

7 

22 

Southeast         _-..      .                   ...... - -- 

30 

Great  Lakes      

36 

North  Central  .  -  .                 ..  

27 

South  Central                          .      .  - ..... ...... . 

30 

N  ort.h  wpst. 

20 

Southwest         ...  .  .         ...  .  __-_. - - .._.._......-. -. 

5 

22 

500  000  or  over                                 - .— 

27 

200.000  to  500.000      .  . 

46 

100.000  to  200.000        -.             ...  .- - 

42 

25.000  to  100.000 

25 

Unclor  25.00:0                                        

8 
3 

30 

District  and  county  boards 

15 

Mr.  Bodfish.  I  would  like  to  dispose  of  one  point,  and  then  there  is 
nothing  more  for  me  to  say,  and  that  is  this:  That  our  people  are 
opposed  to  the  continuation  of  insurance  on  existing  construction.  I 
think  one  of  the  most  significant  things  in  that  connection:  The 
Federal  Housing  Administration  has  developed  a  committee,  made  up 
of  some  dozen  or  twenty  very  representative  saving  and  loan  associa- 
tion men,  who  have  cooperated  extensively  with  that  program,  and 
they  have  repeatedly  recommended  to  the  Federal  Housing  Adminis- 
tration that  the  activity  in  the  insiuing  of  existing  mortgages  was 
injurious,  and  I  am  advised  they  have  submitted  their  views  by  tele- 
grams to  this  committee.  I  think  that  evidence  and  their  judgment  is 
important,  because,  previously,  as  this  committee  knows,  we  have 
made  some  objections  that  might  cause  you  to  feel  we  are  a  httle 
prejudiced  on  the  F.  H.  A.  matter.  We  never  saw  any  excuse  for 
insuring  mortgages  on  existing  construction.  We  have  never  raised 
any  question,  at  any  time,  about  financing  new  housing,  property 
improvement,  or  about  the  new  construction  situation.  I  am  not 
discussing,  at  all,  the  $6,000,000,000  situation.  You  gentlemen  can 
dispose  of  that.  We  think  it  is  extending,  and  unnecessarily,  the 
amount,  in  the  light  of  the  performance  to  date,  but  I  think  there  is  no 
use  of  our  going  into  that  particularly,  because  you  have  all  of  the  facts 
before  you. 

I  thmk,  Mr.  Chairman,  that  concludes  my  general  remarks. 

The  Chairman.  Does  anybody  desire  to  interrogate  Mr.  Bodfish? 

Mr.  Crawford.  Mr.  Chairman,  I  have  one  or  two  questions. 

Mr.  Bodfish,  did  I  understand  you  to  say  that,  if  the  Building  and 
Loan  League  should  be  forced  to  operate  on  such  a  rate  of  interest 
income  as  pertains  to  the  F.  H.  A.  contract,  in  due  course,  such  method 
of  operation  would  withdraw  the  strength  from  the  capital  structure  of 
the  various  building  and  loan  units,  and  eventually  lead  to  the  entire 
Housing  program  coming  within  the  operating  scope  of  the  F.  H.  A.? 
When  I  say  "eventually,"  I  mean  within  the  next  10,  15,  or  30  j^ears? 

Mr.  Bodfish.  Well,!  think,  Mr.  Chairman,  that  we  can  exist,  by 
the  present  F.  H.  A.  cost  to  the  borrowers — I  mean  by  fees,  5  percent, 
plus  mortgage  insurance,  fees  to  the  real  estate  broker,  and  all  this, 
that,  and  the  other  thing.  We  have  a  lot  of  stamina  in  our  institu- 
tions, and  I  think  we  can  survive.  On  the  other  hand,  it  looks  to 
me  as  if  there  is  an  attempt  here,  in  the  existing  mortgage  field,  to 


I 


164 


AMENDMENTS  OF  1939  TO  NATIONAL  HOUSING  ACT 


push  the  control  of  this  mortgage  system  over  the  whole  market  and 
to  all  home  mortgages. 

^  Now,  if  you  ^et  a  scheme  so  that  anybody  can  buy  or  sell  them  up 
m  the  great  capital  markets  of  the  East,  or  down  here  to  the  Govern- 
ment we  will  have  a  pretty  difficult  time,  but  I  think  we  can  reason- 
ably compete  and  get  along  though  greatly  hampered. 

Mr.  Crawford.  Let  me  put  it  this  way,  then:  Suppose  that  any- 
body could  operate,  and  the  F.  H.  A.  continues  into  the  $6,000,000,000 
zone,  and  the  $12,000,000,000  zone  and  the  $18,000,000,000  zone,  and 
Congress  sees  fit  to  further  reduce  these  rates  to  4  percent,  instead  of 
5  percent,  maybe  6  percent  instead  of  9.7,  then  do  you  feel  that  private 
enterprise  could  survive  under  such  conditions? 

Mr.  BoDFiSH.  I  doubt  it.  I  think  that  is  one  of  the  real  dangers, 
if  it  continues  to  advance  short-term  money,  which  costs  1  percent, 
or  1 K  percent,  into  this  field,  by  the  rather  interesting  scheme  of  saying, 
''We  will  endorse  the  paper  and  the  United  States  Government  will 
take  the  real  estate  and  take  the  losses  when  the  depression  comes." 
I  think  that  may  make  it  very  difficult  for  the  institution  that  says 
to  its  people,  '*We  are  going  to  invest  all  of  your  money  in  long-term 
mortgages.  Therefore,  we  know  we  are  going  to  have  to  pay  savers 
more  for  money  than  the  rates  on  short  time  money." 

Mr.  Crawford.  My  question  assumes  that  sort  of  program  will  be 
continued  and  the  cheap-money-rate  program  will  be  followed  and, 
eventually,  we  will  move  into  the  era  where  the  Government  can 
borrow  money  at  1  percent.  I  am  assuming  all  of  that.  Now,  in 
that  event,  assuming  that  sort  of  proposition,  do  you  feel  that  the 
private  industry,  as  represented  by  your  league,  will  eventually  be 
counted  out  of  the  picture? 
Mr.  BoDFisH.  Yes. 

Mr.  Crawford.  Are  you  familiar  with  Mr.  Hopkins'  statement  in 
the  Des  Moines  speech,  with  reference  to  the  value  he  put  on  private 
industry? 

Mr.  Bodfish.  Yes;  and  I  hope  all  of  the  members  of  the  committee 
are  familiar  with  it,  because  I  think  we  are  making  a  plea  for  private 
and  local  business  interests  and  community  responsibility. 

Mr.  Crawford.  You  feel,  in  making  your  statement,  that  you  are 
conforming  to  the  philosophy  stated  by  Mr.  Hopkins  in  his  Des 
Moines  speech? 

Mr.  Bodfish.  I  think  I  referred  to  influential  individuals  in  the 
Government  and  their  policy  of  encouraging  private  enterprise. 

Mr.  Crawford.  Just  one  other  question:  Do  you  believe  that  the 
low  interest  rates,  or  the  so-called  cheap  money,  tend  to  induce  a  man 
with  savings  to  keep  his  money  out  of  private  industry,  or  does  it 
tend  to  cause  him  to  bottle  it  up,  because  private  industry,  in  the  form 
of  interest  return  and  profits,  promises  nothing  for  the  use  of  it? 

Mr.  Bodfish.  I  think  you  can  get  the  return  too  low  on  our  savings. 
You  see,  when  you  destroy  the  thrift  program  of  the  middle  class,  it 
affects  the  country  generally,  and  I  think  that  is  a  very  dangerous 
thing  for  this  country.  I  do  not  think  any  of  us  feel  that  the  former 
interest  rates  on  bank  deposits,  building  and  loan  shares,  insurance 
pohcies,  or  anything  of  that  kind,  are  going  to  return,  but  we  certainly 
should  not  depress  them  so  far  that  we  cause  anybody  to  look  to  the 
Government  for  their  old  age,  for  their  protection,  for  their  housing, 
and  for  everything  else.  Now,  the  proper  level  or  hmit  of  earning  on 
savings  is  the  question  of  prudent  judgment. 
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Mr.  Patman.  Mr.  Chairman,  I  have  a  couple  of  questions  I  want 
to  ask  him. 

There  are  a  number  of  building  and  loan  associations  insuring  all  of 
their  mortgages  in  the  F.  H.  A.  Would  there  be  any  objection,  as 
far  as  you  can  see,  for  this  practice  to  become  general ;  and  if  that  is 
the  way  of  preventing  the  building  and  loan  associations  from  ever 
being  large  owners  of  foreclosed  properties,  and  thus  keeping  them 
Uquid? 

Mr.  Bodfish.  In  other  words,  cooperate  100  percent  in  a  scheme, 
in  which,  in  the  next  depression,  the  United  States  Government  auto- 
matically takes  all  of  the  foreclosed  real  estate  and  issues  the  direct 
obligations  of  the  United  States  Treasury  to  the  financial  institutions? 
I  suppose  that  would  be  the  easiest  and  most  expeditious  way  out, 
but  I  think  it  is  a  terrible  way  to  handle  the  financial  situation  of 
the  country  and  a  questionable  public  policy  besides. 

Mr.  Patman.  You  are  not  figuring  on  another  depression? 

Mr.  Bodfish.  Yes;  in  a  certain  number  of  years  you  are  going  to 
have  a  depression.  I  do  not  think  the  business  cycle  has  been  legis- 
lated out  of  existence. 

Mr.  Patman.  We  have  not  repealed  it,  or  the  law  of  gravitation, 
or  the  law  of  supply  and  demand. 

What  control  has  the  United  States  Building  and  Loan  League  on 
the  Home  Loan  Banking  System  over  these  interest  rates,  and  how 
can  they  be  affected  in  makmg  a  reduction  in  the  interest  rates? 

Mr.  Bodfish.  The  United  States  Building  and  Loan  League  has 
no  control  over  the  interest  rates  of  its  members,  only  insofar  as  its 
leadership  influences  the  pohcies  of  the  various  member  institutions. 
It  is  a  question  of  education  and  example.  As  far  as  the  Home  Loan 
banks  are  concerned,  they  have  exactly  the  same  control  as  the 
12  Federal  Reserve  banks  have  over  the  banks  of  this  country — 
practically  none. 

Mr.  Patman.  None? 

Mr.  Bodfish.  None. 

Mr.  Patman.  Oh,  yes;  the  Federal  Reserve  banks  have  some  con- 
trol of  interest  rates. 

Mr.  Bodfish.  Just  the  Federal  Reserve,  but  it  does  not  determine 
the  rate  at  which  the  bank  in  Arkadelphia  is  going  to  lend  money 
to  Tom  Jones. 

Mr.  Patman.  No;  I  am  talking  about  the  time  deposit  interest 
rates ;  it  will  have  sometliing  to  do  with  that. 

Mr.  Bodfish.  Maybe  you  are  really  my  friend  and  ally.  Are  you 
going  to  help  to  try  to  get  some  cheaper  money  here  for  the  building 
and  loan  associations? 

Mr.  Patman.  You  are  getting  aU  you  want. 

Mr.  Bodfish.  We  are  getting  a  pretty  good  bit. 

Mr.  Patman.  Many  of  your  associations  are  refusing  investments. 

Mr.  Bodfish.  Yes;  but  we  are  not  overwhelmed  with  money  yet. 

Mr.  Patman,  So  that  the  objection  to  the  Home  Loan  Bank  Board 
regulations,  or  the  act  being  amended  to  the  effect  that  the  discount 
privilege  would  only  be  available  on  mortgages  not  to  exceed  the 
going  F.  H.  A.  rate? 

Mr.  Bodfish.  They  talk  about  5  percent,  and  it  costs  the  borrower 
half  a  point  more,  or  a  point  more.  I  will  say,  frankly,  if  you  want 
to  regiment  and  control  the  interest  rates  of  all  of  the  financial  insti- 
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tutions  here  in  Wasliington,  we  can  live  under  it,  although  we  are 
going  to  be  awfully  mad  about  it. 

Mr.  Patman.  I  oppose  regimentation.  I  do  not  consider  it 
regimentation,  though,  to  fix  the  interest  rate.  I  think  you  are  using 
the  word  rather  loosely  there,  do  you  not? 

Mr.  BoDFiSH.  No;  but  your  State  of  Texas  Legislature  meets  and 
determines  what  is  the  conscionable  rate  for  the  hire  of  money  in 
the  State  of  Texas.  These  are  things  which  are  supposed  to  prevent 
the  exploitation  of  borrowers.  Why  in  the  world  should  Washington 
reach  out  and  tell  every  bank  and  every  insurance  company  and  every 
building  and  loan  association,  "You  can  only  lend  at  such  and  such 
a  rate?" 

Mr.  Patman.  Because  I  really  think  it  is  the  duty  of  the  Congress 
to  have  something  to  say  about  interest  rates,  in  view  of  the  fact 
that  it  is  a  constitutional  duty  of  the  Congress  to  issue  money  and 
regulate  the  value  of  money;  that  in  the  exercise  of  that  power,  I 
think  it  is  perfectly  proper  that  it  exercise  some  control  of  interest 
rates. 

Mr.  BoDFisH.  Well,  you  have  got  a  lot  of  credit  unions,  and  a  lot 
of  insurance  companies,  and  a  lot  of  banks,  and  I  do  not  think  it  is 
a  good  policy  to  regulate  tbem  all  from  Washington. 

Mr.  Patman.  I  think  your  building  and  loan  should  be  allowed  to 
make  a  profit  and  I  think  it  should  be  encouraged,  rather  than  dis- 
couraged. 

The  Chairman.  The  National  Banking  Act  regulates  interest  rates 
to  this  extent:  A  national  bank  will  charge  a  rate  fixed  by  the  statute 
of  the  State  in  which  the  bank  is  engaged. 

Mr.  BoDFisH.  We  are  subject  to  those  same  regulations. 

Mr.  Gore.  Mr.  Chairman,  I  want  to  address  one  brief  interroga- 
tion to  Mr.  Bodfish. 

Mr.  Bodfish,  you  made  the  statement,  which  I  wish  you  would 
clear  up,  for  me,  that  the  premium  charged  to  your  institution  by 
the  Federal  Deposit  Insurance  Corporation  was  about  three  times 
what  they  charged  to  a  bank.  I  realize  that  is  extraneous  to  this 
particular  bill,  but  it  has  been  my  understanding  that  the  charge  was 
one-eighth  of  1  percent. 

Mr.  Bodfish.  That  is  right,  but  we  are  subject  to  additional  assess- 
ment at  all  times.  In  other  words,  ours  is  a  contract  proposition. 
We  are  liable  not  only  for  one-eighth  we  pay  each  year,  but  an  addi- 
tional charge  at  any  time  they  call  for  it. 

Mr.  Gore.  That  liability  is  not  really  collected,  thougli,  in  the  main, 

is  it? 

Mr.  Bodfish.  No;  but  if  it  is  made,  we  have  to  provide  for  it  out  of 
earnings  and  be  ready  to  pay  it  to  them,  if  they  ask  us  for  it. 

Mr.  Gore.  It  may  be  collected  at  some  future  time? 

Mr.  Bodfish.  The  banl^s  are  subject  to  any  assessment  or  further 
liability,  at  all. 

Mr.  Patman.  The  banks  pay  on  all  of  their  deposits. 

Mr.  Bodfish.  So  do  we,  plus  our  creditor  liabilities. 

Mr.  Patman.  Yes,  that  is  true.  Your  deposits  are  $5,000,  or  under, 
most  of  them? 

Mr.  Bodfish.  Most  of  them,  but  we  pay  on  them  all. 

The  Chairman.  Mr.  Bodfish.     Off  the  record. 
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(Here  followed  discussion  off  the  record.) 

Mr.  Bodfish.  I  thank  you  for  your  indulgence,  Mr.  Chairman. 

(Mr.  Bodfish  submitted  for  the  record  a  printed  statement  summar- 
izing the  position  of  the  United  States  Building  and  Loan  League, 
which  included  tables  showing  the  number,  membership,  assets  and 
distribution  of  savings,  building  and  loan  associations,  and  cooperative 
banks,  and  the  volume  of  new  mortgage  loans  made  by  all  savings  and 
loan  associations  in  1937  and  1938.  Another  table  was  submitted 
showing  the  mortgages  accepted  for  insurance  (not  premium-paying) 
by  the  F.  H.  A.  by  States  from  the  beginning  of  F.  H.  A.  operations  in 
1934  through  December  31,  1938.  He  also  requested  that  a  memo- 
randum regarding  the  distribution  of  H.  O.  L.  C.  funds  to  savings  and 
loan  associations,  which  had  been  prepared  in  answer  to  an  inquiry  of 
Congressman  Patman,  be  included  in  the  record.) 

Statement  to  the  House  Banking  and  Currency  Committee  Re  H.  R.  3232 
(Congressman  Steagall),  and  the  Senate  Banking  and  Currency  Com- 
mittee Re  S.  1097  (Senator  Bankhead) 

presented  on  behalf  op  the  united  states  building  and  loan  league, 

MORTON  bodfish,  EXECUTIVE  VICE  PRESIDENT,  CHICAGO,  ILL. 

On  behalf  of  the  building,  savings,  and  loan  associations  of  the  United  States, 
we  wish  to  record  our  opposition  to  sections  2  and  3  of  H.  R.  3232  and  S.  1097, 
which  propose  to  amend  title  II  of  the  National  Housing  Act. 

These  associations  loaned  approximately  $900,000,000  on  home  mortgages  in 
1937  and  $800,000,000  in  1938.^  Admittedly,  about  10  percent  of  this  volume 
has  been  made  on  the  Federal  Housing  Administration  plan.  Much  of  this  10 
percent  has  been  done  reluctantly  and  has  been  forced  by  the  extensive  use  of 
Government  funds  (drawn  from  Reconstruction  Finance  Corporation)  to  promote 
the  Federal  Housing  Administration  plan  and  by  the  80  and  90  percent  loans 
which  borrowers  could  secure  by  that  means.  Savings  and  loan  associations  have 
successfully  competed  with  both  the  9.7  percent  interest  charges  on  Federal 
Housing  Administration  title  I  loans  and  the  5}i  percent  cost  to  the  borrower  of 
title  II  loans. 

Our  basic  objection  to  section  2  of  H.  R.  3232  and  S.  1097  is  that  our  thousands 
of  community  institutions  are  being  hampered  and  injured  in  their  activities  by 
foreign  lenders  and  direct  Government  purchases  of  Federal  Housing  Adminis- 
tration insured  mortgages.  If  it  is  desirable  to  encourage  and  strengthen  private 
businesses  in  individual  communities,  the  activities  of  the  Federal  Housing 
Administration  in  insuring  mortgages  on  existing  property  should  be  terminated 
on  July  1,  as  now  provided  in  the  statute.  We  raise  no  question  regarding  the 
insurance  of  mortgages  for  new  construction,  because  we  feel  it  is  better  to  assist 
and  subsidize  employment  than  to  provide  relief  for  unemployment.  Promo- 
tional subsidies  and  ultimate  losses  on  the  part  of  the  Government  are  possibly 
justified  in  creating  new  housing,  but  cannot  be  justified  by  activities  which 
merely  raid  the  portfolios  of  existing  private  institutions  and  use  Government 
credit  to  endorse  existing  private  debts. 

That  these  associations  operate  in  every  urban  community  of  the  United  States 
is  well  known  to  every  Member  of  Congress.  It  is  also  well  known  that  they 
encourage  the  development  of  a  program  of  thrift,  as  well  as  a  sound  plan  for  the 
promotion  of  licjme  ownership.  It  is  a  serious  question  for  the  Government  to 
encourage  the  raiding  of  their  portfolios  and  promote  activities  which  injure  them, 
with  little  compensating  public  benefit.  These  institutions  are  local,  private 
community  enterprises,  organized  and  operated  by  the  people  in  their  respective 
communities  to  promote  thrift  and  home  ownership.  They  lend  substantially 
all  of  the  savings  invested  in  them  by  some  6,000,000  people  on  home  mortgages, 
upon  a  plan  which  has  been  considered  fair  and  favorable  to  the  borrower  and  wWch 
has  been  adopted  by  the  Federal  Housing  Administration. 

Attached  are  two  tables,  the  first  showing  the  number,  assets,  membership  and 
distribution  of  savings  and  loan  associations,  and  the  second  reproducing  the 
official  1937-38  loan-volume  statistics  of  these  associations. 
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The  wisdom  or  necessity  for  the  employment  of  an  additional  $3  000  000  000  of 
Sr^'ir^*  ^^^^^V^t^Ws  time  to  endorse  the  notes  of  individual  dSrisCh?y 

bv  the  Con^.r  "^ffr  *^"  P^^P^^^^  **^^^'"^^^^  ^^^^"  '^^  most  sedous  scrufrny 
by  the  Congress      After  more  than  4  years  of  operation  of  title  II   the  Federal 

^l^'fiSO^'^oolSr^'S'^^H^  ^'^^"^^^'  ^"^ ''  committed  to  insure,  mortgages  totaUng 

$1  650,000,000,  of  which  approximately  one-half  was  insurance  of  elistine  mort- 
gages and  therefore  did  not  promote  employment  or  new  housing »  It  mainlv 
encouraged  and  facUitated  a  brokerage  system  of  selling  mortgafes  to  oS 
flnnf  Th"^  ^"^  *^^  Government  in  competition  with  local  private  sfvfngs  instTtu- 
tions.  The  present  revolving  authorization,  of  which  a  billion  and  one-third 
A^/nfj. P  !"•'  ^^P^^^'^JPtS'.  should  be  quite  adequate  to  continue  Federal  Housing 
Admin^tration  activities  in  the  new  construction  field.  A  further  autlioTizat  on 
to  enable  them  to  continue  the  refinancing  of  existing  debts  we  belfev^^^^^^^^ 
unnecessary  use  of  Government  credit.  oeiieve  to  De  an 

nr^n!i?fh;f'>''Ti"K'"fK'^''*^°"  2^^  ^*^  ^^  *^^^  P^e«e»t  National  Housing  Act, 
proposes  that  it  will  be  the  permanent  policy  of  the  Government  to  insure  mort- 
gages on  existing  construction.  The  present  act  reads,  "After  July  1  19.39  no 
mortgages  shall  be  insured  except  mortgages  approved  prior  to  construction  - 
The  new  language  proposes  to  ehminate  entirely  this  restriction.  ^'^^'^^•o"- 

ARGUMENTS  AGAINST  SECTION  2  AND  FOR  RETENTION  OP  PRESENT  LANGUAGE 

OOo'ooo''tn^^s!fi^nn  nnn  nnn"^^*^KP  «^,?°^ount  which  may  be  insured  from  $3,000,- 

Z'lr^lll^lX'^^^^^^^  ^^^^^^^  ''^^^^^^^  ^"^*^*"^^^^'  Principall/^l^^^rj 

29^'l937^  l'Z'^Z}^  ''i^  ^^^f^"^*^^  S*^*^«'  j^  ^'^  ^^s^age  to  Congress  on  November 
ijy,  1937,  suggested  that  the  Government  cease  endorsing  or  guaranteeing  mort- 

fhH!  oTJ""''''!^  construction  in  the  following  languagi:  "In  coimeS  wHh 
these  changes,  I  would  suggest  that  the  Congress  eventfiallv  limit  the  insurance 
of  mortgages  to  housing  on  which  the  application  for  iiiortgage  insurance  is 
approved  prior  to  the  beginning  of  construction  "  ^^     msurance  is 

hJnrt^ihl  S"""'^"?,  Administration  Administrator,  Stewart  McDonald,  testifving 
LiH  t  *f  „"''"^^.w  "i'"^  ^?^  Currency  Committee,  November  30,  1937,  further 
said,  as  follows:  "We  desire  to  eliminate  that  (old  financing).     After  July  1,  1939 

Wef  whiTit^h^^"""^?*'^!'^^  ^'"^^'^P  ^"*  «^  ^^^«*i"^  construction,  except 
houses  which  It  has  previously  insured  and  of  which  it  may  be  in  possession  or 
have  to  accept  after  foreclosure     *     *     *  »»  j-  ^^c  in  possession  or 

Making  the  insurance  of  refinancing  loans  a  matter  of  permanent  policy  is  thus 
contrary  to  the  stated  intention  of  the  President  and  of  the  Federal  Housii^g 
Administration  itself  the  last  time  it  requested  further  aid  from  Congress.         ^ 
^ih  fj^^J^o^'ernment  may  be  justified  in  assuming  substantial  risks  in  connection 
with  mortgages  on  new  construction  because  stimulating  new  construction  in- 
creases employnaent  in  the  building  trades  and  in  the  building  material  industries 
1  here  IS  no  such  compensating  advantage  in  the  case  of  other  loans.     Insurinir 
these  loans  merely  provides  a  device  for  what  is  virtually  direct  Government 
lS^^'^£,i   m"^.    *  '^  Reconstruction  Finance  Mortgage  Company  or  the  Federal 
National  Mortgage  Association  operated  by  the  Reconstruction  Finance  Cor- 
Frf/A  .''•      A  ^"''*''^!'  ?"<^?"rages  the  holding  of  mortgages  on  homes  not  by  local 
nstitutions  designed  to  foster  home  ownership  but  rather  bv  distant  investors 
largely  m  the  eastern  capital  markets  who  have  no  interest  in  working  out  com- 
munity home-ownership  problems  in  the  event  of  another  financial  crisis      It 
encourages  foreclosure  by  arbitrary  rules  in  contrast  to  the  ability  of  a  local 
institution  to  help  the  home  owner  in  distress  work  out  his  problems. 

»  For  ngures  on  Insurance  operations  as  of  December  31,  1938,  see  vol.  III.  No  8  n   17  Fehniarv  laso 
PortfolicK  published  by  the  Federal  Hou^in?  Administration.    In  fact  onlv  a  billion  ?nd  om>  fhTrd  if  ?h? 
present  $3,C00.fO0.000  authorization  has  been  used,  because  these  figures  iSteonh'  I?  3^  cS<^^  (io  of  nr« 
mium-paymp  raort-ages  and  $281,000,000  of  outstanding  commitments  a  pStioS  of  wSTa?^  h^rn^; 
premium-paymg  mortgages,  and  thu.s  increase  the  total  of'the  authoSion'u?ed  Ind  a  porUon  T^MchZy 
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The  present  authorized  $3,000,000,000  would  be  adequate,  at  least  for  a  long 
period  of  time,  if  Federal  Housing  Administration  operations  were  confined  to 
new  construction.  Continuing  these  refinancing  operations  at  a  time  when  ample 
credit  is  available  for  them  in  every  coramunity,  is  the  only  reason  for  increasing 
the  liability  of  tlie  Government  to  $6,000,000,000  with  its  attendant  possible  loss. 

4.  The  theory  of  the  Federal  Housing  Administration  was  to  encourage  private 
capital  and  avoid  Government  outlays  or  direct  Government  loans.  A  substantial 
portion  of  the  loans  insured  by  the  Federal  Housing  Administration  are  being 
purchased  outriglit  by  the  Reconstruction  Finance  Corporation  and  by  the  Federal 
National  Mortgage  Association  operated  by  it.  This  amounts  to  direct  Govern- 
ment lending,  in  competition  with  existing  institutions. 

It  is  further  unsound  because  mortgages  are  being  made  and  sold  to  the  Govern- 
ment which  prudent  and  experienced  private  lenders  do  not  consider  safe  risks  for 
savings  funds  nor  sound  transactions  for  the  borrowers.  The  whole  real  estate 
field  is  being  endangered  with  the  conditions  which  brought  on  the  great  real 
estate  crash  in  the  late  twenties,  namely,  excessive  loans,^  too  small  equities,  and 
accompanying  policies  and  practices  which  inevitably  multiply  the  difficulties  of 
home  owners  and  others  in  a  future  depression. 

Section  3  adds  the  words  "or  assigned**  so  that  mortgages  may  be  originated 
by  brokers  or  others  not  approved  mortgagors  and  may  be  insured  upon  assignment 
to  an  approved  mortgagee.  This  renders  the  field  wide  open  to  the  individual* 
real  estate  man,  or  small  operator  who  cannot  qualify. 

ARGUMENTS   AGAINST   SECTION   3 

One  of  two  theories  must  be  chosen  by  those  responsible  for  home-financing 
policies  in  the  United  States.  Are  we  to  encourage  and  develop  community 
institutions,  such  as  savings  banks,  savings,  building  and  loan  associations,  and  the 
like,  or  shall  the  mortgages  be  made  by  individuals,  builders  or  developers,  regard- 
less of  their  financial  strength  and  responsibility,  and  sold  to  the  Government  or 
foreign  financial  concerns?  The  system  of  community  institutions,  reinvesting 
community  savings  and  capital  in  the  community,  stood  the  test  best  in  the  recent 
depression,  and  is  the  most  logical  and  most  American,  and  least  paternalistic 
policy  and  procedure.  Some  of  our  people  think  that  it  is  a  serious  matter  to 
open  up  the  making  of  these  loans  to  an  unlimited  group  of  individuals,  firms  or 
dealers  who  do  not  have  adequate  capital  or  the  responsibility  of  supervised 
financial  institutions. 

Section  3  throws  this  principle  aside  and  eliminates  the  concept  of  community 
and  institutional  responsibility  by  encouraging  a  mortgage-brokerage  or  buying- 
and-selling  system  in  the  home-financing  activities  of  the  Nation. 

Section  5  is  a  combination  section  with  section  3,  which  protects  the  buyer  of 
insured  mortgages  from  any  fraud  or  misrepresentation  practiced  upon  the  home 
owner  or  borrower  in  order  to  expedite  the  trafficking  in  mortgage  loans.  This 
incontestability  provision  protects  only  the  approved  mortgagee,  not  the  Govern- 
ment nor  the  mortgagor. 

Section  4  by  dropping  out  the  words,  "until  July  1,  1939/'  authorizes  the  indef- 
inite continuation  of  the  25-year  term  loans. 

Many  do  not  believe  that  25-year  amortization  is  in  the  interest  of  either  the 
borrower  or  the  lender  and  would  prefer  to  see  the  amortization  limit  20  years. 
Even  this  length  of  amortization  should  be  confined  to  the  more  permanent  and 
durable  construction. 

There  are  no  objections  to  other  items  in  the  bill,  from  the  point  of  view  of 
building,  savings,  and  loan  associations. 

The  United  States  Building  and  Loan  League  represents  over  4,000  individual 
institutions  and  47  affiliated  States  organizations  and  includes  in  its  membership 
over  80  percent  of  the  assets  of  the  community-thrift  and  home-financing  institu- 
tions of  the  savings  and  loan  type. 
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Number,  membership^  assets,  and  distribution  of  savings,  building  and  loan  associa- 
tions, and  cooperative  banks 


States 


Alabama. 

Arizona 

Arkansas 

California. 

Colorado 

Connecticut 

Delaware.- 

District  of  Columbia. 

Florida 

Georgia 

Idabo _ 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky.  _ 

Louisiana 

Maine 

Maryland 

Massachusetts. 

Michigan 

Minnesota 

Mississippi 

Missouri 

Montana 

Nebraska 

Nevada 

New  Hampshire 

New  Jersey 

New  Mexico 

New  York 

North  Carolina.. 

North  Dakota 

Ohio 

Oklahoma... 

Oregon 

Pennsylvania 

Rhode  Island 

South  Carolina 

South  Dakota 

Tennessee.  _ 

Texas 

Utah... 

Vermont 

Virginia 

Washington. 

West  Virginia 

Wisconsin 

Wyoming.. 

Hawaii 

Alaska 


Number  of 
associations 


Total.. 


38 
3 

45 
193 
61 
82 
43 

as 

M 

68 
13 

762 

274 

100 

149 

175 

82 

42 

1903 

215 

82 

78 

46 

221 
23 
92 
6 
30 
1,423 
21 

384 

183 
23 

724 
73 
37 
2,157 
9 
74 
19 
45 

176 
21 
14 
98 
70 
69 

202 

14 

10 

1 


Number  of 
members 


9,762 


13,370 

1,331 

9,593 

254,584 

31,505 

35.329 

14,900 
129,780 

22,148 

21, 149 

8,308 

342,007 

167. 468 

45,086 
116.012 
112,363 
104,405 

24, 461 
213,588 
400,009 

95, 615 
48. 192 

7,023 
178,063 

19,211 
87. 401 

1,140 

17, 551 

585.395 

4,228 
510.048 
105,381 

9,747 
1,306.800 
38.626 
27,042 
527. 617 
49. 651 
17.426 

6,805 
15. 179 
59, 475 
26,430 

6,408 

46, 117 

142,222 

29.541 

179. 997 

4,683 

22,550 

56 


Amount  of 
assets 


6,233,019 


$12. 669, 545 
1,928,721 
12,758,929 
292,961,489 
28. 794, 732 
31, 054, 272 
12,  414. 227 
120. 614, 000 
35, 226, 829 
20, 419, 091 
6. 948. 295 
339, 936, 726 
155.  581. 310 
40.913,617 
75,712,686 
105.016,8^4 
89,084,412 
23, 133, 403 
158,831,441 
476. 192, 315 
113. 569, 58t) 
50, 640, 864 
8,306,487 
127,893.004 
11, 163,  518 
71,277,197 
952. 464 
16, 948, 198 
792, 361, 056 
4.796,318 
378, 500, 589 
75, 814. 904 
10. 395,  COl 
810.  598, 232 
59, 070,  G90 
25,011,766 
596,  705,  236 
36, 108. 140 
19,  3«X),  348 
4, 579, 686 
19,  586, 758 
83, 716. 153 
26, 496,  754 
5,  549, 281 
44, 258,  237 
52,  742. 091 
26, 507. 001 
187. 134, 735 
5,381,184 
6, 003, 453 
95,975 


5,711,658,410 


I  Estimated. 


Source:  Seventy-sixth  Annual  Report  of  the  ComptroUer  of  the  Currency,  year  ended  Oct.  31.  1938, 
Pm 167.  ' 
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Estimated  volume  of  new  loans  by  all  savings  and  loan  asociations  in  1937  and  1J38, 
classified  according  to  purpose  and  type  of  association 

[Amounts  are  shown  in  thousands  of  dollars] 


Period 


1937 

December. 

1938 

January... 
February.. 

March 

April 

May 

June 

July 

August 

September 

October 

November. 
December. 


Purpose  of  loans 


Mortgage  loans  on  homes 


Con- 
struction 


$234, 102 


15,281 


220. 458 


12, 572 
11,669 
16,648 
17, 710 
19,400 
19, 892 
19,096 
22,575 
21,018 
22,099 
18,627 
19, 152 


Home 
purchase 


$326,629 


20,167 


265, 485 


14,896 
16.117 
21,056 
25, 494 
24,123 
25,636 
21,924 
23,833 
25,698 
24, 677 
21,205 
20,826 


Refi- 
nancing 


$180,804 


12,677 


160, 167 


11,334 
11,293 
1 ',  391 
15, 772 
15,281 
13,885 
13,194 
14,701 
12, 416 
12, 913 
12, 182 
12,805 


Recon- 
dition- 
ing 


$62,143 


4,175 
58,623 


3,409 
3,662 
4,953 
5,683 
5,416 
5,211 
5,397 
5,528 
4,791 
5,727 
4,821 
4,025 


Loans 
for  all 
other 
pur- 
poses 


$92,901 


7,796 


93,2  3 


6,891 
7,352 
8,170 
8,648 
8,0-9 
8,443 
8,028 
8,072 
7,724 
7,515 
7,235 
7,126 


Total 
loans 


$896, 579 


60,096 


797,996 


49, 102 
50,093 
65,218 
73,307 
72,279 
73,067 
67, 639 
74,709 
71,647 
72,931 
64,070 
63,934 


Type  of  association 


Federals 


$307,278 


20,038 


286,819 


16,781 
17,520 
23,356 
26,107 
24,721 

26,  no 

23,823 
26,858 
25,650 
26,  .534 
24  220 
25,019 


State 
mem- 
bers 


$379,286 


24,522 


C33,470 


20,879 
22,073 
27,8  5 
30,238 
31.196 
30,350 
28,973 
29,506 
29,255 
30, 546 
26,115 
26,504 


Non- 
mem- 
bers 


$210,015 


15,536 


177. 627 


11,442 
10,500 
14,027 
16,962 
16,362 
16,407 
14,843 
18,345 
16,742 
15,851 
13,735 
12,411 


Source:  Federal  Home  Loan  Bank  Review,  February  1939. 

Net  mortgages  accepted  for  insurance,  by  States,  cumulative  through  Dec.  31,  1938 

[Based  on  property  location] 


Alabama 

Arizona 

Arkansas 

California 

Colorado.-.. 

Connecticut 

Delaware 

District  of  Columbia 

Florida 

Georgia 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland- 

Massachusetts 

Michigan 

Minnesota 

Mississippi 

Missouri 

Montana 

Nebraska 

Nevada -- 

New  Hampshire 

New  Jersey 

New  Mexico— 

New  York 

North  Carolina. , 

Nortb  Dakota 


New  homes 


Number 


1,949 

1,340 

1,302 

37,233 

1,285 

1,994 

482 

677 

6,762 

4,256 

1,026 

6,665 

3,920 

1,056 

2,411 

1,932 

1,785 

233 

3,191 

1,3.39 

14,050 

2,309 

2.073 

4,184 

575 

677 

319 

138 

8,783 

772 

19, 138 

2,554 

223 


Amount 


$7,756,095 

5, 342, 117 

4, 328, 920 

168, 494, 226 

5,451,074 

10, 147, 735 

2, 571, 250 

4,511,700 

28, 196, 999 

16.988,752 

3, 569, 140 

38, 420, 189 

17, 6.39, 878 

4,  570, 635 

9, 520, 295 

9, 323, 219 

6,  683, 825 
870,400 

15,952,445 

7,  5.34, 460 
74, 497, 970 

9, 981, 830 
7, 121, 163 

19,  546, 962 
2, 353, 041 
2, 917, 749 
1,508,400 
.  622,950 

47,138,883 
2.  766, 400 

97, 340, 620 

11,314,700 
862,500 


Existing  homes 


Number 


1,756 

870 

1,276 

29.929 

1,803 

1,117 

316 

433 
2,221 
2,145 

713 
11,557 
8,798 
?,053 
3,357 
1,635 
1,032 

860 
2,940 
2,356 
8,162 
3,717 
1,366 
5,901 

627 
1,363 

340 

668 
10, 101 

324 
6,271 
1,431 

472 


Amount 


$5,473,590 

2, 485, 429 

3, 140, 690 

116,033,570 

5, 204, 394 

5, 098, 310 

1, 383, 050 

3,043,250 

7, 733, 802 

7, 398, 800 

1, 917,  550 

49, 839, 974 

27, 756, 813 

6, 161, 064 

8,381,322 

6, 759, 642 

3, 577, 140 

2, 360, 580 

11,324,040 

11,099,527 

32, 139, 685 

12,000,724 

3,  585, 326 

22, 123, 535 

1,872,600 

4,359,670 

1, 293, 505 

2, 362,  501 

44,  666, 641 

975, 775 

29,174,072 

5,508,739 

1,215,205 


Total 


Number 


3,705 

2,210 

2,  578 

67, 162 

3,088 

3,111 

798 

1.110 

8,983 

6,401 

1,739 

18,222 

12,718 

3,109 

5,768 

3,567 

2,817 

1.093 

6,131 

3,695 

22,212 

6.026 

3,439 

10,085 

1,202 

2,040 

659 

806 

18,884 

1,096 

25,409 

3,985 

605 

Amount 


$13, 229. 685 

7, 827.  546 

7, 469. 610 

284,  .527, 796 

10, 655. 468 

15, 246, 045 

3.954.300 

7,  554, 950 

35.930,801 

24, 387. 552 

5, 486. 690 

88, 200, 163 

45, 396, 691 

10, 731, 699 

17,901.617 

16.082,861 

10, 360. 965 

3,2.30,980 

27.276,485 

18,633,987 

106. 637. 655 

21. 982,  554 

10.  708, 489 

41.670.497 

4,225.641 

2, 277, 419 

2,801,905 

2, 985, 4151 

91,805,524 

3, 742. 175 

126,  514, 692 

16, 823,  439 

2,077,765 


lilt 
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Nei  mortgages  accepted  for  insurance^  by  States,  cumulative  through  Dec.  31  ^  1938- 

Continued 

[Based  on  property  location] 


Ohio 

Oklaboma.. 

Oregon 

Pennsylvania 

Rhode  Island 

South  Carolina 

South  Dakota 

Tennessee 

Texas 

Utah 

Vermont 

Virginia 

Washington 

West  Virginia 

Wisconsin 

Wyoming 

Alaska 

Hawaii 

United  States  total 


New  homes 


Number 


6,644 
3,055 
1,104 
7.850 

673 
1,637 

337 

3,903 

12.394 

1,655 

195 
3.812 
Z767 
1,591 
2.651 

853 
94 

671 


188, 219 


Amount 


$37,064,915 
12, 656,  830 

4. 072. 300 
40, 81 1.  724 

2.  764. 130 

6,000.384 

1. 240. 600 
14.804.515 
49. 059.  299 

6,  705. 120 

784.950 

]8.0.')7.233 

10. 578. 740 

7. 633. 800 
14. 041, 789 

3,201.460 
508,200 

2,331,090 


878, 163, 601 


Existing  homes 


Number 


15. 716 

1,886 

1. 726 

13. 959 

766 

748 

779 

3.172 

3, 631 

1,848 

850 

3,141 

5,214 

1.083 

1,832 

1,189 

118 

218 


175, 687 


Amount 


$61,726,129 

6, 881, 062 

4, 725, 800 

48, 587. 993 

3, 187. 290 

2, 667, 254 

1, 777, 230 

11.108,880 

11,692,128 

5,641.495 

2,  539.  572 

12,  613, 916 

14,859,125 

4.  205,  860 

8, 124,  305 

2,948.388 

368.460 

740. 180 


650,945,582 


Total 


Number 


22,360 
4,941 
2,830 

21,809 
1,339 
2,283 
1,116 
7,075 

15.925 
3..')03 
1,045 
6,953 
7,981 
2,677 
4,483 
2,042 
212 
789 


363,906 


Amount 


$98,791,044 
18. 537, 892 

8, 798. 100 
89,  .399, 717 

6. 951, 420 

8,667,6:}8 

3, 017. 830 
25,913,395 
60, 751, 427 
12,346.615 

3. 324, 522 
30. 671, 149 
25. 437. 865 
11,839,660 
22,166.094 

6,149,848 
876,  660 

3, 071, 270 


1,529,109,183 


Division  of  Economics  and  Statistics,  Operating  Statistics  Section. 

Distribution  of  Home  Owners'  Loan  Corporation  Bonds  to  Mortgagee 

Institutions 

Approximately  $3,100,000,000  was  disbursed  by  the  Home  Owners'  Loan 
Corporation  to  its  original  borrowers  in  the  course  of  its  refinancing  operations. 
Of  this  amount  approximately  90  percent  was  distributed  to  the  original  mort- 
gagees. Of  the  remaining  10  percent,  approximately  7  percent  went  to  pay  taxes, 
2  percent  for  reconditioning,  and  1  percent  for  insurance,  appraisals,  titles,  etc. 

Of  the  $2,750,000,000  loan  proceeds  disbursed  to  original  mortgagess,  19  per- 
cent, or  a  total  of  $525,000,000  went  to  commercial  banks,  15  percent  or  $410,000,- 
000  to  savings  banks,  28  percent  or  $770,000,000  to  building  and  loan  associations, 
21  percent  or  $575,000,000  to  individuals,  7  percent  or  $195,000,000  to  finance 
and  mortgage  companies,  6  percent  or  $165,000,000  to  insurance  companies,  and 
4  percent  to  estates,  individual  trusts,  and  others,  or  approximately  $110,000,000. 

It  is  significant  that  building  and  loan  associations  which  are  the  largest  insti- 
tutional holders  of  home  mortgages,  in  proportion  to  their  holdings,  received  lees 
in  Home  Owners'  Loan  Corporation  bonds  than  commercial  banks.  At  the  end 
of  1932,  the  year  before  Home  Owners'  Loan  Corporation  began  its  operations, 
commercial  banks  held  an  estimated  $1,995,000,000  of  home  mortgages  and  later 
refinanced  through  the  Home  Owners'  Loan  Corporation  $525,000,000  or  over 
26  percent.  Savings  and  loan  associations  which  held  $5,756,000,000  of  home 
mortgages  in  1932  refinanced  through  the  Home  Owners'  Loan  Corporation 
$770,000,000  or  13  percent  of  their  holdings.  Individuals  and  miscellaneous 
lenders  with  holdings  of  $7,000,000,000  refinanced  $880,000,000  or  13  percent. 
Mutual  savings  banks  with  holdings  of  $3,375,000,000  refinanced  $410,000,000 
or  12  percent.  Life-insurance  companies  with  loans  of  $1,835,000,000  refinanced 
$165,000,000  or  9  percent.  Since  the  $2,750,000,000  of  Home  Owners'  Loan 
Corporation  disbursements  to  mortraTces  represented  almost  14  percent  of  the 
$19,961,000,000  of  home-mortgage  debt  at  the  end  of  1932,  it  is  clear  that  building 
and  loan  associations,  which  refinanced  13  percent  of  their  holdings,  on  the 
average  did  not  receive  any  greater  benefits  than  other  lenders. 

The  Chairman.  Without  objection,  the  committee  will  adjourn 
to  meet  tomorrow  at  10:30. 

(Thereupon  the  conmuttee  adjourned  until  Thursday,  March  9^ 
1939,  at  10:30  a.  m.) 
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THURSDAY,  MARCH  9,  1939 

House  of  Representatives, 
Committee  on  Banking  and  Currency, 

Washington^  D.  C 

The  committee  met  at  10:30  a.  m.,  pursuant  to  the  adjournment 
previously  taken,  Hon.  Henry  B.  Steagall  (chairman)  presiding. 

Present:  Messrs.  Steagall,  Williams,  Spence,  Ford,  Brown,  Patman, 
Barry,  Gore,  Mills,  Martin,  Folger,  Hull,  AVolcott,  Gilford,  Luce, 
Crawford,  Gamble,  Simpson,  Johnson,  Kean,  Sumner. 

The  Chairman.  We  have  Mr.  Morton  Bodfish  with  us  this  morn- 
ing. I  believe  Mr.  Gore  had  a  question  pending  when  we  adjourned 
yesterday,  and  he  would  hke  to  resume. 

STATEMENT  OF  MORTON  H.  BODFISH— Resumed 

Mr.  Gore.  Mr.  Bodfish,  from  your  testimony  yesterday,  in  which 
you  related  that  you  were  liable  for  three  times  the  Federal  Deposit 
Insurance  premiums;  that  is,  your  organization,  wliicli  you  represent, 
was  Uable  for  tliree  times  the  amount  charged  the  banks.  In  actual 
record  of  performance,  am  I  not  correct  in  saying  that  only  one  and 
one-half  times  has  been  paid? 

Mr.  Bodfish.  We  have  paid  one  and  one-half  times  and  we  are 
liable  for  an  additional  one  and  one-half  times  on  an  assessment 
basis. 

Mr.  Gore.  This  liability  is  not  retroactive,  is  it? 

Mr.  Bodfish.  No;  I  thuik  it  merely  can  be  called  for,  on  an  assess- 
ment basis,  from  year  to  year.     I  do  not  think  it  is  retroactive. 

Mr.  Gore.  How  does  the  record  of  losses  compare  with  that  of  the 
banks? 

Mr.  Bodfish.  I  do  not  have  the  exact  figures  before  me.  There 
have  been  losses  in  the  Federal  Savings  and  Loan  Insurance  operation 
of  about  3  or  4  percent  of  their  income  from  premiums,  about  $100,000, 
in  fact.  I  do  not  know  what  the  bank  loss  figure  was  for  1938,  but  I 
think  it  was  something  around  $8,000,000  or  $9,000,000,  and  I  do  not 
know  what  percentage  of  premium  it  is,  but  my  impression  is  that 
savings  and  loan  losses  have  been  considerably  less  than  the  bank 
losses,  relatively  speaking.  We  have  had  to  pay  no  losses  of  conse- 
quence in  the  insurance  in  the  savings  and  loan  associations  so  far, 
and  you  have  had  some  losses  in  the  bank  picture,  although  I  do  not 
think  they  are  alarming,  so  far  as  I  know. 

Mr.  Gore.  Do  you  think  it  would  be  feasible  to  place  the  same 
premium  upon  your  organization  as  is  required  of  the  banks? 

Mr.  Bodfish.  I  think  there  is  really  no  risk  involved  in  the  insuring 
of  accounts  in  the  saving  and  loan  associations  that  is  any  greater, 


187363—89 12 


173 


174 


AMENDMENTS  OB^  1939  TO  NATIONAL  HOUSING  ACT 


if  as  great,  as  the  insuring  of  deposits  in  banks,  where  you  have  all 
the  demand  liability,  the  deposits,  and  the  like. 

Mr.  Gore.  Then  from  that  statement,  you  do  not  think  the  lia- 
bility has  any  greater  degree  of  possibility  of  collection,  do  you? 

Mr.  BoDFisH.  I  tliink  the  reserves  that  are  being  accumulated  will 
be  quite  adequate,  in  any  period,  to  cover  any  possible  losses  that 
may  come  out  of  the  failure  of  such  institutions. 

Mr.  Gore.  Mr.  Bodfish,  you  have  just  stated  that,  in  your  opinion, 
there  was  no  justification  for  the  difference  in  the  charge  to  the  banks 
and  your  organization.  If  there  is  not  a  need,  the  other  one-eighth 
will  not  be  assessed. 

Mr.  Bodfish.  We  hope  not,  yes;  that  is  right. 
Mr.  Gore.  Well,  do  you  feel  that  it  will  be  needed? 
Mr.  Bodfish.  I  think  it  would  be,  ir.  a  crisis.  That  is  why  we 
have  it  in  there.  I  think  we  have  a  safer  set-up  than  the  bank- 
deposit  insurance  because  the  demands  will  be  made  in  a  crisis  period, 
and  our  people  feel  it  is  perfectly  sound  to  have  a  modest  assessment 
feature  in  connection  with  insurance.  We  do  not  think  it  will  be 
called  on  in  any  steady  or  stable  period,  and  we  hope  that  we  will  have 
steady  business  conditions  until  the  accumulated  reserves  are  such 
that,  even  in  a  depression,  it  would  not  be  necessary  to  call  for  any 
additional  assessment. 

Mr.  Gore.  You  mean  to  say  that  you  think  it  would  be  required 
in  a  period  of  depression? 

Mr.  Bodfish.  I  think  it  is  possible.  After  all,  when  you  have  a 
deflationary  period  and  a  problem  such  as  we  had  m  1932  in  the  com- 
mercial banking  structure  and  in  the  mortgage  structure,  I  do  not 
think  any  of  us  know  whether  the  bank  F.  D.  I.  C,  or  savings  and 
loan  premiums  are  going  to  be  adequate,  or  whether  we  can  accumulate 
enough  reserves  to  handle  that  sort  of  situation.  I  think,  however, 
our  experience  is  ahead  of  us  and  there  is  little  experience  on  which 
we  can  base  our  predictions.  Our  premiums  are  running  in  excess 
of  what  the  losses  have  been  m  the  past  building  and  loan  associations, 
assuming  carefully  selected  supervised  institutions  and  all  present 
solvency  plus  the  care  and  policies  that  exist  in  publicly  supervised 
institutions. 

Mr.  Gore.  Then  what  would  your  position  be  with  regard  to  the 
proposal,  which  I  understand  is  entirely  probable,  to  make  the  premi- 
ums charged  to  building-and-loan  associations  comparable  to  that 
charged  the  banks? 

Mr.  Bodfish.  I  would  be  strongly  in  favor  of  it.  The  Government 
should  protect  the  savings  of  the  people  without  discrimination.  The 
Government  estabUshed  the  Federal  Deposit  Insurance  Corporation 
under  the  leadership  of  this  committee  and  it  has  done  a  most  con- 
structive pubhc  service.  I  see  no  reason  why  they  should  charge  one 
institution  more  for  protection  than  they  charge  another,  when  the 
purposes  are  the  same,  and  when  I  do  not  think  there  is  a  great  deal 
of  difference  in  the  risk.  So  I  would  be  strongly  for  a  rate  for  the 
insurance  of  accounts  in  savings-and-loan  associations  identical  with 
the  rate  charged  the  commercial  banks;  and  in  that  connection,  our 
people  have  no  disposition  to  urge,  when  that  question  comes  before 
you,  the  elimination  of  the  assessment  feature.  We  are  perfectly 
willing  to  see  it  stay  in  our  insurance  set-up,  because  we  tlunk  it  is 
an  additional  safeguard. 
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Mr  Gore.  I  have  been  somewhat  inchned  to  that  manner  of 
thinking,  Mr.  Bodfish,  and  I  am  hoping  your  statements  that  there 
are  possibilities  of  callmg  on  that  reserve  will  not  cause  me  to  change 

my  mind.  i       t    i  a      4.    u 

Mr  Bodfish.  I  do  not  mean  to  alarm  you,  but  1  always  try  to  be 

very  candid  with  this  committee,  and  I  think  we  are  buildmg  a  large 
enough  reserve,  but  I  do  not  think  any  of  us  can  know  what  the  de- 
mands wiU  be  on  the  Federal  Deposit  Insurance  fund;  but  I  know,  if 
it  is  adequate,  ours  is  adequate  for  us,  more  than  adequate. 

Mr.  Gore.  I  think  that  is  all  I  desire  to  ask  and  I  shall  desist,  Mr. 

Chairman.  ,  ^  ^i    i. 

Mr  Crawford.  Mr.  Bodfish,  you  do  not  mean  to  say  that  you 
favor  a  change  in  the  existing  laws,  which  would  make  your  rate  the 
same  as  that  of  the  banks,  as  they  may  be  at  some  future  date,  do  you? 

Mr.  Bodfish.  No;  what  I  meant  to  say  is,  that  if  the  banks  are  now 
charged  one-twelfth  and  we  are  charged  one-eighth,  and  we  are  liable 
for  an  additional  assessment  of  one-e^hth,  we  thmk  the  one-eighth 
should  be  made  one-tweKth. 

Mr.  Crawford.  You  do  not  think  you  should  be  penalized  r 

Mr.  Bodfish.  That  is  right. 

Mr.  Crawford.  But  you  do  not  mean  to  say  you  will  favor  a  change 
of  the  law  to  make  you  pay  the  same  rate;  that  you  ought  to  have  the 
same  as  the  banks,  *^at  the  present  time? 

Mr.  Bodfish.  Yes;  I  think  so. 

Mr.  Crawford.  I  think  that  is  a  frank  answer. 

Mr.  Bodfish.  I  mean  the  same  rate,  at  the  present  time. 

Mr.  Crawford.  Suppose  the  bank  rate  advances  100  percent? 

Mr.  Bodfish.  Then  we  will  have  to  consider  it  at  that  time,  and  we 
will  then  know  what  our  position  is  and  what  our  reserves  are. 

The  Chairman.  Of  course,  Mr.  Bodfish,  you  are  aware  of  the  fact 
that  the  Federal  Deposit  Insurance  Corporation  has  a  capital  of 
$420,000,000  and  a  borrowing  capacity  of  $1,000,000,000.  In  1938, 
the  Federal  Deposit  Insurance  Corporation  added  to  its  surplus  about 
36  millions  of  dollars,  or  nearly  the  entire  amount  collected  as  assess- 
ments from  insured  banks.  .  ^M     r^y    • 

Mr.  Bodfish.  That  is  right.  In  our  httle  operations,  Mr.  Chair- 
j^^an — and  I  do  not  want  to  invite  undue  comparison,  because  I  think 
the  history  of  this  period  is  over— I  think  the  Federal  Deposit  In- 
surance Corporation  is  going  down  as  the  outstanding  achievement  of 
the  Congress  to  restore  confidence  in  out  banking  system— but  in  our 
picture,  we  had  about  $14,500,000  net,  and  we  are  insuring  about 
$2,000,000,000  of  liabilities  on  investments;  whereas,  the  Federal 
Deposit  Insurance  Corporation  is  insuiing  something  like  $30,000,- 

000,000.  ,         1      T.  J      , 

Mr.  Patman.  Mr.  Bodfish,  do  you  mean  to  say  that  the  l^ederal 
Deposit  Insurance  Corporation  is  insuring  $25,000,000,000? 

Mr.  Bodfish.  Yes;  the  bank  savings  and  commercial  deposits 
amount  to  about  $57,000,000,000,  and  the  insured  bank  deposits  are 
something  like  $25,000,000,000,  which  is  in  accounts  of  $5,000  or  less. 

Mr.  Patman.  Are  you  sure  of  that? 

Mr.  Bodfish.  I  thmk  so. 

Mr.  Crawford.  About  98  percent  of  the  deposits  are  insured. 

Mr.  Patman.  What  is  the  number  of  depositors? 

The  Chairman.  They  are  below  one-half. 
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Mr.  BoDFisH.  I  thought  it  was  about  one-half. 

Mr.  Ford.  Forty-two  percent  was  the  last  %ure  I  saw. 

The  Chairman.  Insured? 

Mr.  Ford.  Yes. 

Mr.  Patman.  Mr.  Chairman,  I  have  two  or  three  questions  I 
would  like  to  ask  Mr.  Bodfish. 

I  notice  from  a  memorandum,  apparently  prepared  by  the  Federal 
Housmg  Administration  that  shows  that,  at  December  31,  1938,  the 
Home  Owners'  Loan  Corporation  had  subscribed  to  shares  of  Federal 
Mid  State  loan  associations,  which  were  members  of  the  Home  Loan 
Bank  System,  in  the  amount  $215,541,000,  which  subscriptions  had 
been  paid  for;  that  the  United  States  Treasury-  had  subscribed  and 
paid  for  stock  in  the  Federal  savings  and  loan  associations  amounting 
to  $50,000,000,  making  a  total  of  $265,000,000  of  Government  funds 
or  Government  guaranteed  funds  invested  in  building  and  loan  asso- 
ciations as  of  that  date.     Is  that  statement  substantially  correct? 
Mr.  Bodfish.  I  think  it  is  substantially  correct. 
Mr.  Patman.  I    notice    from    the    same    memorandum    that    the 
Federal  home-loan  banks  had  loaned  to  member  building  and  loan 
associations,  on  pledged  mortgages,  $189,842,000,  and  that  $124,000,- 
000  of  the  Federal  home-loan  banks  was  bought  and  paid  for  by  the 
Treasury  of  the  United  States.     Is  that  substantially  correct,  or  is  it 
entirely  correct? 

Mr.  Bodfish.  I  think  it  is  substantially  correct. 
Mr.  Patman.  In  other  words,  you  know  it  is  correct,  do  you  not? 
Mr.  Bodfish.  I  think  it  is  an  appropriate  statement,*^  when  you 
connect  with  the  fact  that  the  member  nistitutions  have  bought  some 
$40,000,000  of  stock;  and  when  you  talk  about  the  purchase  of  shares 
m  building  and  loan  associations,  I  think  we  should  indicate  that, 
back  m  the  emergency  period,  the  Reconstruction  Finance  Corpora- 
tion bought  about  $2,000,000,000  of  preferred  stock  in  banks. 
Mr.  Patman.  That  figure  is  correct,  is  it  not— $124,000,000? 
Mr.  Bodfish.  Yes,  that  is  approximately  correct. 
Mr.  Patman.  How  much  of  that  stock  is  individually  owned? 
Mr.  Bodfish.  About  $40,000,000. 
Mr.  Patman.  $40,000,000? 

Mr.  Bodfish.  That  is  right,  owned  by  the  institutions. 
Mr.  Patman.  The  total  amoimt  of  stock  was  $147,000,000? 
Mr.  Bodfish.  The  Congress  authorized,  in  1932,  a  set-up  of  12 
home-loan  banks,  which  were  to  be  similar  in  purpose,  in  their  dealings 
with  these  community  thrift  and  home-financing  institutions,  as  are 
the  Federal  Reserve  banks,  which  deal  with  the  commercial  banks  of 
the  country,  and  the  original  capital  was  authorized  at  $125,000,000, 
to  be  furnished  by  the  Government;  and  then  the  individual  institu- 
tions who  joined  the  System,  have  the  right  to  borrow  from  it  on  the 
pledge  of  their  mortgages,  and  they  buy  stock  in  it.     They  have  so  far 
bought,  you  know,  approximately  $40,000,000  of  stock. 
Mr.  Patman.  And  the  Government  owns  $124,000,000? 
Mr.  Bodfish.  That  is  correct. 

Mr.  Patman.  I  notice  in  the  same  statement  that  the  Home  Own- 
ers' Loan  Corporation  owns  $100,000,000  of  all  of  the  stock  of  the 
Federal  Savings  and  Loan  Insurance  Corporation.  That  is  correct,  is. 
it  not? 
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Mr.  Bodfish.  Yes;  unless  that  is  a  part  of  the  previous  figure  that 
you  developed  regarding  the  shares  purchased  in  the  building  and  loan 
associations. 

Mr.  Patman.  The  share  purchases? 

Mr  Bodfish.  The  shares  are  in  that  figure  of  about  $200,000,000. 

Mr.  Patman.  $265,000,000? 

Mr.  Bodfish.  The  $100,000,000  is  a  part  of  the  $265,000,000. 

Mr.  Patman.  The  sole  function  of  the  Federal  Saymgs  and  Loan 
Insurance  Corporation  is  to  insure  the  shares  of  building  and  loan 
associations  up  to  $5,000? 

Mr.  Bodfish.  That  is  correct.  . 

Mr.  Patman.  The  total  of  these  items  that  I  have  just  read  to  you 
is  $489,000,000  of  Government  funds  which  are  invested  m,  or  stand 
as  security  for,  the  shares  of  the  building  and  loan  associations,  or 
have  been  advanced  to  such  associations  by  the  Federal  home-loan 
banks,  which,  in  turn,  are  almost  entirely  owned  by  the  Government. 

Is  that  correct?  ,  ,  .    ,  ,  , 

Mr.  Bodfish.  I  would  not  say  they  are  almost  entuely  owned  by 
the  Government.  The  Government  owns  the  majority  interest,  and 
there  is  a  provision  in  the  statute  for  the  retirement  of  the  Govern- 
ment's stock  interest,  whenever  there  is  a  sufficient  increase  in  stock- 
holdings on  the  part  of  private  institutions. 

Mr.  Patman.  I  also  notice  from  this  statement  that  the  Home 
Loan  Bank  Board  refinanced  assessed  mortgages  held  by  building  and 
loan  associations  in  1933  in  an  amount  in  excess  of  $875,000,000? 

Mr.  Bodfish.  I  think  the  correct  figure  is  $770,000,000. 

Mr.  Patman.  Well,  now,  would  you  consider  these  investments  of 
the  Government  in  building  and  loan  associations,  in  one  way  or 
another  are,  in  effect,  subsidies?  ,.  ,     .        .^  .  j  ^ 

Mr.  Bodfish.  No,  not  necessarily.  I  think  that,  if  we  wanted  to 
discuss,  as  we  did  yesterday,  the  emergency  period,  starting  \\ath 
the  bank  crisis  of  1932  and  the  steps  that  the  Government  took  to 
stabihze  and  develop  the  financial  structure,  including  a  couple  of 
billions  of  preferred  stock  in  the  banks  and  the  F,  C.  I.  C.  and  the 
R.  F.  C.  and  the  whole  group  of  activities,  and  I  think  that  that  was 
perfectly  proper  action  on  the  part  of  the  Government;  and  the  sig- 
nificant thing  about  tliis  whole  picture,  Mr.  Congressman,  is  the 
fact  that  most  of  these  activities  provide  for  repayment  of  the  whole 
thing  to  the  Government,  and  the  process  is  being  carried  out  at  the 
present  time,  and  I  do  not  see  where  you  can  call  that  a  subsidy. 

Mr.  Patman.  You  miderstand,  I  am  not  condemning  subsidies. 

Mr.  Bodfish.  But  you  are  trying  to  get  me  to  admit  they  are 
subsidies,  and  because  some  action  took  place  in  1932  for  the  banks 
and  insurance  companies  of  this  country,  that,  therefore,  we  are 
not  coming  into  court  with  clean  hands,  in  suggesting  a  determination 
of  a  public  policy.  ,.        ,         ,         ,         j 

Mr.  Patman.  You  stand  on  the  same  pohcy  that  the  others  do, 
and  you  are  on  the  same  footing,  so  far  as  subsidies  are  concerned. 
But  it  occures  to  me  that  you  should  admit  that  they  are,  in  effect, 
subsidies,  which  not  only  affect  your  own  organization,  but  the 
banks  and  insurance  companies. 

Mr.  Bodfish.  I  tliink  a  subsidy  is  something  that  they  give  you 
that  you  do  not  pay  for.     But  I  think  sometliing  that  you  borrow 
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We  Pav  e^Znl^^nn"'  P^^  ^YfO-  dollar  of  it,  is  sometWng  different 
andCn  swf  andTy^K*^""'  ''  >:?*,'^<'°«y  i^-^sted  in  building 
issued,  justX'  sTme  Vs'  ^^Vm^^^T^^^ TV^  ''^^"^ 
averages  in  excess  of  3  perceait  ^         ^  ^^''^  "^  '""^'^^-     ^he  rate 

Sni'n.^°nnnT'  ^  *i*"*  ^^l^  ^'"^  ""^  «  'i"'e  bit  on  that     There  is 

p.Mbik,»M"'l£jMiiir"'*«  ft.,  b  given,  th.,  i.  „.. 

or^o't,  S^rTord  ''^"'  '  '''  °"*  ^"'^  wheXrt^U  go  that  far. 

if  fo'u  frrgoin?^*  ?uS  St^^S"^  »"*  "^  *^«  ^^^'^  "^^^^^'^y" 
Mr.  Patman   Maybe  I  disagree  with  you. 

"ff  SfS W"'*'^"  '»'"-*!.':-' "  •'• 

answeniig  questions.  «^.  i  am  perlectly  willing  to  keep 

Mr.  PItman.  I  want  that  particular  question  answered. 
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Mr.  BoDFiSH.  As  a  matter  of  courtesy,  there  are  a  number  of  other 
members  of  the  committee,  and  T  do  not  want  to  have  anything  to 
say  about  procedure,  but  what  does  that  have  to  do  with  the  question 
of  the  credit  of  the  United  States  Government  being  used  to  endorse 
individual  mortgage  debts  that  are  now  out  in  tha  community  insti- 
tutions— to  have  them  switched  to  some  other  institution  or  sold  to 
the  Government?    That  is  ths  only  thing  I  am  here  to  talk  about. 

Mr.  Patman.  At  the  same  time,  you  are  subject  to  the  will  of  the 
committee. 

Mr.  BoDFiSH.  That  is  right.  I  bow  humbly  to  the  wishes  of  the 
committee. 

Mr.  Patman.  And  if  T  want  to  ask  you  a  question,  T  am  privileged 

to  do  it. 

Mr.  BoDFisH.  All  right. 

Mr.  Patman.  What  is  your  answer  to  the  question?  I  presume, 
from  what  you  said  yesterday,  your  answer  is  "no"? 

Mr.  BoDFiSH.  One  element  of  control  that  is  present  there  i?*,  that 
the  Federal  Home  Loan  Bank  Board  is  charged,  in  the  statute,  not 
to  admit  an  institution  to  membership  in  that  system  which— I  do 
not  recall  the  exact  language,  but  not  to  admit  an  institution  to 
membership  which  charges  interest  rates  beyond  the  State  law.  That 
does  not  appear  in  the  Federal  Reserve  Act. 

Mr.  Patman.  That  has  nothing  to  do  with  the  Home  Loan  Act? 

Mr.  BoDFisH.  Oh,  ves;  that  is  a  part  of  the  Federal  Home  Loan 
Bank  Act,  It  says  to  that  Board,  "You  may  admit  insurance  com- 
panies, savings  and  loan  associations,  and  the  hke,  but  you  shall  not 
admit  any  that  charges  rates  in  excess  of  the  legal  or  contract  rates 
authorized  under  State  law."  That  was  an  amendment  that  Mr. 
La  Guardia,  when  he  was  a  Representative,  presented  on  the  floor  of 
the  House,  as  I  think  you  gentlemen  will  remember. 

Mr.  Patman.  In  other  words,  it  is  restricted  only  by  the  State  act? 

Mr.  BoDFisH.  Restricted  essentially  by  the  State  legislation. 

Mr.  Patman.  Does  the  Home  Loan  Bank  Board  exercise  any  con- 
trol over  the  manner  or  methods 

The  Chairman.  Will  you  yield  for  Mr.  Luce  to  ask  a  question? 

Mr.  Patman.  Just  a  moment,  please.  Let  me  finish  this  sentence. 
Does  the  Home  Loan  Bank  Board  exercise  any  control  over  the  man- 
ner or  methods  of  appraising  properties  on  wliicli  member  association 
make  mortgage  loans? 

Mr.  BoDFisH.  Exercise  control,  you  say? 

Mr.  Patman.  Yes. 

Mr.  BoDFisH.  I  would  not  say  that  they  control  the  manners  and 
methods  any  more  than  the  Federal  Reserve  Bank  tells  the  little  bank 
down  here  in  any  town  you  want  to  mention  just  how  they  a^-e  going 
to  lend  to  a  borrower  who  walks  into  their  place  of  business  and  asks 
for  a  loan. 

Mr.  Patman.  In  other  words,  then  the  Board  sends  its  examiner 
out  to  examine  a  building  and  loan  association,  this  examiner  does  not 
go  out  and  examine  the  properties,  but  he  only  examines  the  books, 
does  he  not? 

Mr.  BoDFiSH.  Sometimes  they  examine  the  properties,  when  there 
are  delinquent  loans.  When  the  loans  are  current  and  there  is  no 
problem  of  solvency  in  the  institution,  he  would  not  go  out  and  examine 
the  properties. 
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Mr.  Patman.  The  point,  Mr.  Luce,  was  brought  up  yesterday  when 
you  ^yere  not  here,  as  to  whether  or  not  this  one-half  of  1  percl;,t  was 
sutticient  as  insurance  premiums  on  these  mortgages.  Now.  I  en- 
deavored  to  make  the  point,  yesterday,  that  if  one-eighth  of  1  percent 
IS  sufficient  on  buildmg  and  loan  associations'  inyestments,  when  the 
Government  reaUy  insures  the  investments  without  iiaying  any  con- 
trol  over  making  these  loans  without  any  control,  as  Mr.  Bodfish  says, 
over  the  appraisals  have  nothing  to  do  with  it  at  all-and  if  one-eiehth 
fnr  fllT^?  '1  siifficient  certainly  one-half  of  1  percent  is  sufficient 
for  the  Federal  Housmg  Adnynistration. 

?Kn.  •    fF'-     ^^^  ^^^.T^  ^^""i"^  Administration  picks  out  its  eg|s, 

So  I  think  that,  if  one -eighth  of  1  percent  is  sufficient  in  one  case, 
one-half  of  1  percent  should  be  sufficient  in  the  other  case 
Mr.  Luce.  I  thank  you,  Mr.  Patman. 
Mr.  Patman.  That  is  the  point  I  was  driving  at 

hilffj*  f  vT'^r^f  i""'^}'^  ?^z  ^^-  Pai™an,  in  respect  to  that  proba- 
bihty  the  best  thing  to  do  is  to  look  at  the  record.  The  insurance 
of  buildmg  and  loan  accounts  m  title  IV  of  the  original  Housing  Act 
was  before  this  committee  and  was  acted  on  by  the  Congress  So 
f^  about  $2,000  000,000  m  shares  of  institutions  have  beel  fnsured 
by  the  J^ederal  Saving  and  Loan  Insurance  Corporation,  without 
Government  assistance  except  the  original  funded  capital  that  was 
put  mto  It,  just  the  same  as  the  capital  was  put  into  the  Federal 
Deposit  Insurance  Corporation.  They  have  taken  all  of  their  ex- 
penses— and  their  expenses  have  run  about  5  percent  of  their  income— 
and  they  have  accumulated  about  $15,000,000,  without  any  money 
out  of  the  public  treasury.    This  is  a  question  I  would  rather  not  dis- 

fn  hU  WoVri'''''^  ^u   t^,^i«^"ss  it'  the  F.  H.  A.  have  not  been 
m  the  black  1  day.     They  have  not  taken  in  enough  premiums  to 
cover  their  expenses,  and  when  you  gentlemen  interrogate  them  about 
It— and  1  did  not  w'ant  to  get  into  this,  because  I  think  it  is  justified 
to  spend  some  pubhc  money  on  property  unprovement  and  new 
housmg    constructions-they    tajk   about   hoping    to   have   income 
sufficient  without  puttmg  anything  aside  for  a  reserve  in  the  year 
that  IS  just  ahead.     It  is  a  very  different  thing  to  insure  shares  m 
buildmg  and  loan  associations,  or  deposits  in  banks,  when  there  is  a 
surplus  there,  and  when  there  is  management  and  local  responsibihty 
and  pubhc  supervision.     When  the  insured  institution  has  a  loss,  it  is 
taken  out  of  the  reserves  of  that  institution,  unless  there  have  been 
??  °f,^y  ^"f^if  that  they  use  up  their  resources.     Unless  that  happens, 
tbe  Umted  States  Government  never  hears  about  it 
f; JLTi,'^^"'"^  T  individual  mortgage  at  80  or  90  percent,  and  every 
trnie  there  IS  a  loss,  the  property  is  sent  to  the  United  States  Govern- 
ment and  m  its  place  is  issued  a  direct  obligation  of  the  Government. 

A.a'i  t^^n'Tr  fr'^^/^  ^^^'  ^'""l'  'r.'^  ^^  these  institutions,  because 
tney  will  take  their  losses  out  of  their  own  earnings  and  reserves  as 
tney  go  along.  ° 

Mr.  Patman.  In  regard  to  the  present  Federal  Deposit  Insurance 
Corporation  do  you  not  believe  the  Government  has  been  as  good 
to  the  buildmg  and  loan  associations  as  it  has  been  to  the  banks? 
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xr„™  in  Prp«tin<r  t,lie  reserve  for  the  insurance  of  bank  deposits  the 
Now,  m  creating  *"«  resei  ve  ^j^^  Federal 

Government  turned  over  s,i&u,uuu,uuu,  aim  mc  ^„ft„r  „f  rieht 

Reserve  banks  to  turn  over  funds,  which,  really,  as  a  matter  oi  rigni 
nmHiLtice  belong  to  this  Government  m  the  amount  of.S-l^V.OOO.OOO 
toitele  oSnal  fund,  and.  that  the  banks  up  until  2  or  3  yea^ 
ago,  I  know,  had  never  paid  m  more  than  ^39,000  Oi)o  ">  otner 
wds,  out  of  the  $339,000  000  paid  m  to  create  that  fund  to  msure 
deposits  in  the  banks,  the  banks  only  paid  in  $39,000,000.' 

The  Chaibman.  Just  a  mmute,  please. 

Mr.  Patman.  That  is  aU  I  want  to  ask  him. 

The  Chairman.  Of  course,  Mr.  Patman,  we  do  not  want  to  enter 

into  that  discussion  here.       ..    ,,    ^,    .       „  ,i„  „,m,  ,iis«pnt.  from' 
Mr  Patman   Wliat  part  of  it.  Mr.  Chairman,  do  you  (lisseni  irom . 
Tif;  ptTTpMAN   I  do  not  think  vou  should  enter  mto  that  discus- 
sion he^ellust  want  t^  caU  attention  to  the  fact,  however,    hat 
r$U7,OoJ,tf  paid  in  by  the  Treasiiry  to  tlie  capita^^^^^^^^^^^ 

That  is  where  the  money  came  from. 

Excuse  me  for  taking  the  tmie  to  say  that 

Mr.  Patman.  That  does  not  teU  the  who  e  story 

The  Chairman.  I  do  not  want  to  tell  it  all.  1  am  sorry  i  wia 
tl,,t  m,Vch      It  is  takin-r  unnecessary  time  m  this  connection.      . 

Mr  PATM..N  Since  fou  do  not  want  the  whole  story  to  go  m,  I 
urn  fli'roiio-h  but  I  insist  mv  statement  is  correct.  ,     ,.  ,  i 

mTbSn   I Ud.r.  J  th.y  lo»  thm  own  monej  to  distn-rf 

"X. "d.  The  H.  0.  L.  C.T    Th..f.ngh.        .     ,.     „  .,j 

loanine  their  money.  i  i,     i    ■> 

Mr.  Bodfish.  You  mean  they  help  the  local  hanks? 
Mr  Brown.  The  local  banks  and  other  lending  institutions.     1  hey 
aid  the^  i^  baning  the  money  to  the  distressed  home  owners,  and 
not  tS  o^^-n  money  but  the  money  of  the  local  institu  ions? 

Mr  Bodfish.  That  is  correct  to  a  certam  e.xtent.  It  is  the  money 
of  the  bcXstitutions;  it  is  the  money  h^.  the  banks ;  it  .the  mon^^^ 
in  insurance  companies;  it  is  the  money  m  the  RFC  Mortgage  t^^ 
and  the  Federal  National  Mortgage  Association,  down  here  at  the 

other  end  of  the  Avenue.  ,  ,.       .    t  j    „„♦  ti,;r.ir 

Mr.  Brown.  The  reason  I  asked  that  question  is  I  fo  ^^t  thi^ 
the  new  members  understand  the  functions  of  the  Home  Owrxcrs 

^Mr  BXisn'^The  original  theory  of  the  Housing  Act  as  I  under- 
stand i^  was-to  use  the  phrase  used  at  that  tune-to  stampede 
private  capital  into  construction  loans.  But  now  we  have  tb^ 
question  of  insuring  existing  mortgages,  which  we  are. objecting  to. 
^  Mr.  Barry.  When  the  Federal  Housmg  Admmistration  msures  a 
mortgage  on  an  existing  building,  is  it  not  true  that  many  of  those 
buildings  have  to  be  modernized?  ,     ,        ,  •  j    «, 

Mr.  Bodfish.  I  think  that  is  true,  whether  they  are  msured,  or 
not.  I  thmk  every  prudent  lender  will  try  to  see  that  the  property  is 
in  good  shape. 


in 


I 


182  AMENDSIKNTS  OF  1839  TO  NATIONAL  HOUSING  ACT 

Mr.  Barky.  Before  they  actually  insure  it? 

Mr.  BoDBisH.  I  think  that  is  customary  for  the  Federal  Housinir 
Admiimtration  and  other  types  of  lendeii  also.  ^ 

t^hL'  ^tT^'-J^  told  you  that  80  percent  of  those  buildings  had 
to  be  modennzed,  would  you  not  consider  that  a  contribution  to 
employment  and  to  building  activity  in  the  buildiVmaterial  field 
and  a  substantial  contribution'  ""cnai  uem, 

ti^tRT"T  T^^^h}  ^°"'''  ^  ^^'y  ™"«*^  surprised  if  modemiza- 
Mr  R*H^v    ?**  m  80  percent  of  the  loans  on  existing  properties. 
Mr'  ^Z^:J  H^"f  P""'"? 'tjit  as  a  hypothetical  question. 
buFl'  th?nk  if  i,  „*'""'',  ^*  r"^**^  "  r'y. 'Significant  contribution, 
'^in^^2Z:Tr^SrJt^  i-  ttletiSn-^'ofu 

s^iTzrtirsrniT'"'^  -  ^^^^  "^  ^^^  ^'"^-^^' "  -^^ 

Mt  Barry.  But  if  the  old  mortgage  existing  was  not  refinanced 
tte  chances  are  that  it  would  not  be  modernized?  rennancea, 

Mr.  BoDFisH.  W e  can  modernize  them  under  title  I-  modemiVp 
them  msof ar  as  the  individual  is  willing  to  do  it.  I  think  it  i^an  eS 
lent  thing  to  unprove  the  condition  of  existing  property.  Tha?h  one 
of  the  bad  things  m  a  depression,  that  people  do  not  paint  or  repZ 
ftfrff,^;  **•;  "'"  ***"?'"  "T""^  i"  '?•'*•     ^'  °^  ^ur  mortgages  proviK 

encouraged  to  do  it.     I  think  title  I  encourages  them  to  do  it. 

Mr.  ^oRD.  Let  us  say  that  they  could  not  pamt  them. 
.^Tt-vTi^-  ^'■-  Chairman,  if  there  are  no  more  questions   I  do 
not  beheve  I  have  much  further  to  urge  to  the  committee.  ' 

\t    ^HAiRMAN.  We  thank  you  Mr.  Bodfish 

Mr.  BoDPisH.  Our  whole  theory  is  that,  as  you  gentlemen  know 
tl'ff/'''''  "^  '^"^  K*?  institutions  in  yourUn^reas  their  wX 
f!If  tT**  ^'■'^^'^  ''  something  for  you  gentlemen  to  consider.  wHo 
Sili^fo^^wi"'"'  "'^"r'^?^  of  existing  mortgages  works  a  serious 
miury  t«  pnvate  cooperative  mstitutions,  and  we  urge  that  you  con- 
sider this  when  you  are  at  a  policy-making  decision.  ^  I  wantCbrW 
fn«H>  ""•  "\^?nclus.on:  That  there  are  a  lot  of  loans  made  by  E 
^d  h^„^t ""  *^  <=o™try,  m  this  community  and  that  community 
and  the  other  community,  that  would  not  be  made,  except  underthe 
plan  and  activities  of  community  institutions.  There  are  a  lot  of 
«-eas  where  the  people  have  credit  needs  which  are  supplied  only  by 

^aU^^f  Jf  TV.  '^^  ''"'^""ity  "taking  loans.     Our  loanf  ruJ 
smau,  as  a  rule.     They  ran  an  average  of  about  $2,200  last  year  and 

tiLrJn*'"  J"?''"  '"  "'''^  •"  ^'"•'•'  '^^  Federal  Housing  AdS 
nnS  "?t  "isure  mortgages,  or  where  there  are  peculiar  local 

S^  Je  thini  M  « ""f '   hem  me  gible  for  F.  H.  A.  or  outside  lenS 
bo  we  think  these  local  institutions  have  a  very  important  role  to 

in  mLv  Inln;.-®"*.*^*  ^*''^?'  """"^S  Administration  makes  loans 
m  many  localities  where  you  do  not. 

Mr.  Bodfish.  It  is  getting  so  that  there  is  practically  no  community 
where  we  have  not  an  agency.  We  are  not  raising  any  Questbrabo.iT 
the  employment  creation  acts  under  title  I  and  title  II  TW  „rl 
Hist  $17,500,000,000  of  urban  home  mortgages  today  These  are 
S^rd  wello'^Tlrt  ^rke'-ed  away  u'nier  Gov^Lnentleader! 
^o^P^nrfhf  not  tl"nk  diat  such  activities  are  necessary  to  the 
recovery  of  the  country  and  to  continued  prosperity. 
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Mr.  Ford.  How  much  of  that  $17,000,000,000  have  the  building 

-i^LrsL'^ut^erff  SirS^^^^^       ^250^0  O^o'^Jf  t 
fr  rstnf ti^  WeTave  Sou'tT.otoOoS  ^^^^^^^    in 

Mr.  Ford.  About  32  percent  .  ,.  . ,  ,  „ 
Mr.  Patman.  You  mean  held  by  individuals? 
Mr.  Bodfish.  Yes;  held  by  individuals. 

Mr  Bo™  yI?  withluf  any  mstitutional  intermediary  where 
thei?.^n  cLe  i^to  a  law  office  or  through  a  friend  or  real  e.  ate 
mL  tlTey  will  arrange  the  mortgage  with  somebody  or  have  a  little 
S^t  fuml,  or  fiduciary  fund.    It  it.^^T'""^!  tTnl  at   directly  and 

Mr  Ford,  Well,  n^w,  ^^^^^^'^-l^^:^'Z^1diTRlX 

L^SS^ationt  pri^ilete'^^ing  ^^^  ^^^lt\^,  £k 
fXnt  is  the  building  and  loan  field  capable  of  takmg  up  the  siacK 
^d  doSg  such  refin^cing  as  will  be  necessaiy  to  prevent  a  flood  of 

^''m?BodfLh  There  is  no  question  m  my  mind,  Mr  Ford,  but  what 
our  buuZg  and  loan  associations,  next  year,  wUl  be  m  position  to 
lend  a  bSn  dollai.,  if  we  can  find  acceptable  mortgagyecu^^^^^ 
We  loaned  about  $700,000,000  last  year.  We  have  a  ff";  inflow  oi 
cash     Our  discoimts  on  borrowings  are  not  near  as  h^h  at  the  Fe^^al 

^nllflU  seekin-'  safe  investment  in  mortgage  mvestments   there  is  no 
^?lt?on  in^v  Sd  but  that  refinancmg  can  be  adequately  taken  care 
Tand  no  f^Sure  or  mortgage  stress  be  developed  as  a  result  of 
your  termmation  of  this  existiiig  mortgage  phase  f  the  act. 
Mr  Ford    What  is  your  basis  of  insurance,  what  basis  of  valuer 

Mr.  Bodfish.  Sixty-six  and  two-thirds  to  ««venty-five  percent- 
Mr  Ford.  Suppose  there  was  an  existmg  house  that  was  m  ^ 
reS  and  suppose  the  man  would  say  it  was  ^c^*  about  $7  000 
normally,  and  he  had  a  $4,500  mortgage  on  it  at  a  bank  and  *hey 
^lled  the  loan,  what  would  you  say  would  be  the  prospect  of  the 
Sing  and  lo^n  taking  it  up  at  a  conservative  or  reasonable  rate  of 

'"mTbodfish.  I  tliink  if  your  man  happened  to  be  a  good  man  in 
his  community,  where  lie  has  a  good  name,  where  he  is  a  man  with 
Seady  employment  and  a  good  character,  I  think  he  could  very  easily 

'^"Mr.  Brown.  I  would  like  to  know  how  many  builcUng  and  loan 
assodations  there  are  m  my  State?    We  have  159  counties,  and  I  do 
not  tWnk  there  are  many  building  and  loan  associations  in  my  State 
Mr  Bodfish.  I  think  there  are  about  60  or  70-63  m  the  State  of 
GeoSia^  and  43  of  them  are  Federals,  established  under  the  sections 
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of  the  Home  Owners'  Loan  Corporation  Act.     Their  total  canital  is 
now  about  $30,000,000  capital  is 

citil'*    WpTo  Lft^  practically  a  third  of  those  are  in  the  large 
mv  town   L^  .      •  ^^^^'^a^y  ?9^i«try  agencies.     We  have  one  in 
*^T   ^'         ^^®  ^^  *^^^  larger  cities. 

Mr!  Brown^  Y^s  Sr^  '^''^''^  ^^^^  "  ^''^''^  ^"^  '"^  *^^  '"'^^  *^^«^ 
Mr.  BoDFisH.  Good. 

an^d./areb  ATknt''''  P"''"' ""'''  '^"'^""^  "^'^'  *^^^  ^-  »•  A-  now. 

Mr.  Brown.  They  are  principally  in  the  large  cities? 
^^rt'i  ^^'P^'SH-  Answering  Mr.  Brown's  question,  I  tliink  there  are 

tions.     I  think  the  whole  story  behind  the  story  of  Geor<na   in  thp 
budding  and  loan  business,  goes  back  to  the  depression  of  fhe  1890's 
when  they  were  loaning  money  aU  over  tlie  Middle  West 
Mr.  Brown.  Of  course,  we  get  some  benefit  out  of  title  I 

r,e^lMTlT  "*  !  ^^^t  ^^'-  ^"•■'^'^  '°*n  «<»»  be  refinanced  5 
percent  or  5K  percent,  without  any   Government   guaranty.     The 

institutions  are  ticUed  to  death  to  get  loans 

atirm.;  IIw'^**^- J°  ^'^'»*  «-^tent  have  the  building  and  loan  associ- 
ations taken  up  this  gap  between  66^  and  80  percent  on  Federal 
Housmg  Admmistration  loans?  ^  wu  reuerai 

Mr.  BoDFisH.  Well,  we  make  some  loans  that  go  up  to  75  and  80 

?eal  e^t«t!:  !w  T  '"^^'«/  ^^S'l  '"'"».  »  n»a„  of  character,  and  a  good 
real-estate  situation.     I  would  say  that  our  typical  loans    at  the 

Sws^llr"'  n'™^*'  "'"'^f'  ^^*  ""'  ^^'^^'^^  HousingTdriiin  stra! 
tion  s  were,  until  you  put  m  the  90-percent  feature.     You  see,  your 

«;  „;.tTi'  "^"^  insupng  loans  averaging  about  70  percent  of  the  value 
up  until  you  put  m  the  90-percent  feature,  and  then  they  averaeed 
just  about  80  percent.  We  have  no  difficulty  meeting  reXfable 
competition,  as  ar  as  the  rate  and  percentage  is  concerned  But 
fter^t  =.'  ""^  "P  ^  ''  P--t-weU,  we  are  not  making 

fac^^k^t'nor'Jhnt^f  T  •??•*  ^'^'''f-.  **"  ^""^^^.^  Structures.  It  is  a 
lact,  IS  It  not,  that  the  budding  and  loan  associations,  unless  it  is  au 
»n\"/ed  mortgagee,  cannot  enter  that  field  at  alH- 
othei  ?n  r7^\w/°?'^  States  they  are  going  to  66?^  percent,  and  in 
mum  of^ll  «f  fh'^T?'- ,  ^  ^''VW.say  75  percent,  which  is  th^  maxi- 
mum of  all  of  the  Federal  associations,  of  which  there  are  some  1  500 

weTlow  Bjrr''  "° -^r^"  '"^r-  '^  P'°»'^b'y  *•'«  typical  formula 
we  follow.     But  you  see,  if  you  get  up  mto  these  higher  percentages 

an^JLt^^^f  '^^".'"^  ''"^  ^""'«  ^''^'  *>«''^"«e  it  turns  somewhat 
on  the  appraisa  .  We  knew  of  other  financial  institutions,  prior  to  the 
depression   that  never  loaned  more  than  what  they  called  50  percent 

8oT'lon  l^rf"/  •''''"f ..  ^T'  *^?'''«'^  '*  ^"^  50  percent  o^r  60  or 
meni  irvaZ  was  ^^""'''*^  °"  ^''''  ^^  *"^  conservative  their  judg- 

wlili^fW*  ^  '^''I'i'l  """n*  ^  "^¥  ''^^  g'"»«'-al  statement,  Mr. 
»nH  <^™'  *•>**  ^«^?"W  handle,  generally,  the  needs  m  the  community 
to  hfve  »b«"t»«  ^igh  a  percentage  loan  as  it  is  good  for  the  borrowed 

borrow  too  mir  ^K  "^^  °"g'iV*i"u*"'^'"'«e«  ^^ese  borrowers  to 
borrow  too  much,  or  to  borrow  the  highest  percentage  you  can  think 
of  in  comiection  with  loans.    I  think  the  significant^  thbg.Tpublic 
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policy  and  to  the  home  owner,  is  to  get  the  People  «ut  »/  d^^*'  '^^^^"^ 
poiioj  auu  lorp-er  debt  and  staying  in  debt  too  long. 

''^Mr'tS  Fortfrecord,  Mr.  Bokl,  I  notice  your  report  only 

shows  24  buUdmg  and  loan  associations.  ^„„„^.  j  mortgagees,  I 

Mr  BoDBisH.  Those  are  only  the  F.  H.  A.  approvea  moi  igas      . 

ciations  are  75  percent.     "^."";.j,°-  „„      you  see   we  have  tradi- 
legal  limitations  at  all  on  our  »P«tit'i*i*'°|;„,  ^°l,''f^  Tthe  State  of 

-Sr<S'»"»"HrSf sSli-i.  you  ..  m  P.rc«.  .. 

-"i«"vrr.~  ^'lETS'ttnZS  ir^  .o«,  do 

you  not?  ^^        ,    .  •     •  vi 

Mr.  BoDFiSH.  Yes;  that  is  right.  ,r,„  r-  ri    A  ? 

Mr  Wii I lAMS   Did  vou  do  that  before  the  i.H.  A.! 
Mr  BODFISH   Yes;  k  practically  all  of  our  mortgages  we  have  a 

=rh^tlarweie^tkTafaSdi^^^^^ 

^M?  wTiTms.  Has  that  insurance  feature    under  either  one  of 

nroDOTt;  and  we  are  incliAed  to  encourage  that  kind  of  action. 
"^ISr  Williams.  What  dividend  is  paid  by  the  buUdmg-and-loan 

'^MrBoDFisH.  About  3  or  3J^  percent  and  some  pay  4  percent.    At 
thepre?ent  time,  the  rates  are  about  2  percent  lower  than  they  were 

'"mt.  wTLLi'iMTwhat  about  your  rate  of  interest  to  the  home 

*''*Mf  BODFISH.  Taking  the  country  as  a  whole,  we  are  lending  a  great 
deal  of  money  at  5  percent,  and  1  suppose  the  most  typical  rate  is 
about  5M  percent,  and  the  top  is  about  6  percent. 
Mr  Brown.  With  repayments  monthly  f 
Mr!  BODFISH.  They  aU  pay  monthly,  Mr,  Brown. 
Mr.  Williams.  What  was  it  before  this  time? 
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hJ^r.  ^P""^]^^-  ^  would  say  it  was  about  1  or  2  percent  lower  than 
before  the  depression.     The  whole  interest  rate  structure  is  much 

nZtH«T^  ''^''\^'  ''  Y'  T""'''^'^  ^^^"^*^^«'  Government  secur" 
mfrflTJL  M'^'^'^r^  ^«"k  deposits,  savings  and  loan  shares,  or 
mortgages,  than  it  was  10  or  15  years  ago. 

V^I:  Williams.  Has  the  lower  rate  of  interest  been  affected  by  the 
-federal  Housing  Administration? 

Mr.  BoDFisH  I  think  some,  but  even  more  so  by  the  policy  of  the 
T  :^  ;  *V''  1  .u  ^^^^^^^  *  genuine  5  percent  on  mortgage  loans 
1  do  not  thmk  those  two  mstrumentalities  have  been  the  entire  ex- 
planation of  the  low-money  rates.  Rates  have  always  been  low  on 
mortgage  money  m  the  recovery  or  postdepression  period  when  vou 
have  large  amounts  of  capital  seeking  safe  investments 

^of •  "*•.  / "'^^""f-  /?  ^''"''  statement  there  seems  to  be  a  rather  apolo- 
getic statenient  of  two  or  three  lines,  saymg  you  have  used  the  F.  H  A 
for  about  10  percent.    Is  that  to  meet  the  competition,  or  to  take  care 
of  some  certam  mortgages? 

«iwk  ?.^u^T-,^^'i'*  ^^^  ^^^"  "^^^  ^o  ^«et  competition,  .\fter 
an  the  J^  H.  A.  has  done  a  wonderful  sales  and  promotion  job,  on  the 
radio,  and  thiough  the  mails;  and  as  I  brought  out  before  the  commit- 
tee yesterday,  even  sonietimes  going  and  writing  a  letter  to  every  home 
^h^fikr        ^^^^^^^y  »°d  inviting  him  to  switch  his  mortgage,  and 

Mr.  GiFFORD.  It  is  to  meet  competition? 

Mr.  BoDFisH.  It  is  essentially  to  meet  competition,  that  is  ridit 

^.Tr^f .^^  ?r-;  ^  7^""^  ^V'''^^  ""''  ^'  ^'  ^'  1^«">"  ^'^  ^«^^l  rather 
make  it  than  let  it  get  away  from  us. 

Mr.  GiFFORD.  You  are  trjmig  to  compete  \^ith  an  agency  that  can 
borrow  money  at  2  percent  and  then  loan  it  at  5  percent? 

Mr.  BoDFiSH.  The  agencies  of  the  Federal  Government?  Yes.  and 
that  is  pretty  difficult.  ' 

Mr.  GiFFORD.  You  cannot  Hve  under  such  competition,  can  you? 
U^f'  ^^P^^fH-  No;  especially  as  their  rates  may  eventually  go  too 
low  for  pnvate  business.     We  thmk  we  can  conduct  a  local  mortgage 
institution  or  busmess  on  about  a  2-percent  spread. 

Mr.  GiFFORD.  Eventually,  you  will  have  to  have  all  of  your  mort- 
gages come  under  that  lunbrella,  you  might  say? 

Mr.  BoDFisH.  Yes;  we  have  that  suspicion,  and  we  are  apprehensive 
about  It,  and  that  is  why  we  are  here.     We  want,  seriously,  to  see  the 
pohcy  suggested  by  the  President  and  written  into  this  legislation, 
namely,  that  the  msurance  of  existing  mortgages  stop  on  Julv  1   1939 
earned  out.  o  ©  t-  j     ,    ./oc., 

Mr.  GiFFORD.  I  understand  your  whole  statement  means  that. 
Where  the  saw  and  hammer  can  now  be  used,  you  are  wiUing  to  vield 
a  great  deal?  &       j  ^^^ 

Mr.  BoDFisH.  That  is  right,  we  raise  no  question,  because  we  want 
to  see  men  at  work. 

^u^^l^^^^^i^,^-.^"^  *^®  system  wdll  eventually,  I  dare  saV,  envelop 
the  whole  field  of  that  business?  ^  ^ 

Mr.  BoDFisH.  The  statement  has  been  made  in  the  F.  H.  A.  memo- 
randum to  the  committee,  that  all  10,000,000  of  the  urban  home 
owners  ^e  entitled  to  this  service,  if  any  part  of  them  are,  and  that 
will  be  the  ultimate  goal. 
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which  say  that  it  is  3eopard>^ing  and  prac         y  ^  ^j^ 

rental  structure,  because  they  ^^y  the  real  estate  boards,  and 

jeopardize  the  whole  feal-estate  structure  building  is  just  as 

da^n^^VrtT^^^^^^^^ 

'^'XBoCisr  There  is,  in  some  a^as. 

Mr.  Williams   Where  a«':^t'j*y^       „{  ^he  California  area   where 
Mr.BoDFisH.  1  7°1^*1t,^5p™1  HoUng  Administration's  busmess 

some  20  Percent  oMJe  Fe<^era^Hoiis^^^^^  ^  ^^^^^^^  ^^  t"  York' 

:;•  roHhe  i!^^^^s^^i^^x^  It  rpritt 

U?^t^n^t;iLf  SvaTe  bu&'is  generally  excessive  at  aU, 
but  there  are  danger  spots.  .  .  ^j^n  I  have,  there  seems  to  be 
Mr.  WiLLi-^MS.  From  f  .t'^^/";°'_Xody  to  stiniulate  the  building 
a  certain  desire  on  the  PrJ'fjdpohit  of  furnishing  labor  to  people 
industry,  not  only  ^rom  .tbe  standponu  oi  i  ^^^^^  ^^^^  ^^^Me.. 

•^'^^td^iSrSra^d's^M^^^^^^  provide  better  housmg 
f:±eTttr  p^ple  tli^^^^^^^^^^  .„a  it  will  ulti- 

.a^^yteCrrd4e\n^f\o^^^^^^^^^^^ 

caution.    After  all,  we  thmk  o    the  1929  c^as  .     .^  ^^  ^^^ 

stock-market  crash  and  depression.    As  ^^^^   ^      ^^^^  ever  seen 
end  of  the  wo^t  real-f '^t.  b^  tj^^^^^  this  countr^^ 
since  1837.    We  had  too  much  creau,  i"  ^  ^ank 

was  inflated  with  e^essive  loans    ^"f  \ *7the  biiilding  bo^m  and 
faUuies  and  other  difficulties.    The  «»  ^^pse  oi  ^^^^^ 

the  leal-estate  boom  was  as  gre^  ^^^f  {"^.X'  t^e"e  were  too  many 
Mr.  FoED.  Was  not  that  due  to  "le  "i^^  j^^  mortgages? 

mortgages  on  Propertv,  where  je  had  -^^"^  '.m^^^  ,  .^cond  loan  of 
In  California,  we  ^av^  \firsUo«i^'>*j^^^^^^  ^^^  ^j  course,  the 

ZyVlCZ\Av^t^^-^  onVe  first  and  the  amort.a- 

ilKttft'^rSnrsSi^cturyo/will  get  an  LerproducUon 

of  the  structures.      .  „„v.=tion  I  would  Uke  to  ask,  and  this 

Mr.  Ford.  There  is  another  question  iwou^^^^^^^^  ^^  .^  ^^^  ^ 

is  not  criticism,  but  It  IS  just  a  quesuontor.^  ^^^  ^^^^^^^^  ^^^.^^^^^ 

fact  that  we  ought  t«  leave  one  area ,  a 
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where  people  would  loan  their  money  and  take  the  normal  business 
risk,  without  insurance?  The  only  area  left  now  is  the  commercial 
loan.  If  we  are  going  to  insure  everythino:,  we  had  better  get  busy 
and  msure  stocks  and  bonds  and  all  other  tilings. 

Mr.  BoDFisH.  Financial  businesses  and  the  hke,  yes. 

Mr.  Ford.  It  seems  to  me  there  ought  to  be  some  area  where 
normaUy,  money  would  be  wiUing  to  take  at  least  the  normal  risk  in 
loamng  a  fair  amount  of  money  on  a  piece  of  property,  and  expect  to 
get  a  fair  rate  of  mterest,  have  it  paid  out  without  the  interposition 
of  anybody?  ^ 

Mr.  BoDFisH.  I  think  that  is  extremely  sound,  and  in  areas  in 
winch  the  Government  is  gomg  to  assume  the  risk  of  loss,  there  ought 
to  be  a  convincing  public  reason  for  it.  Mavbe  it  is  in  new  construc- 
tion, maybe  it  is  in  the  financing  of  small  businesses  that  I  see  dis- 
cussed m  the  press,  but  I  would  hke  to  see  the  area  of  existing  mort- 
gages left  to  the  local  institutions. 

Mr.  Brown.  I  want  to  ask  one  question:  I  understood  you  to  say 
a  borrower  receives  the  money  and  pays  it  back  in  monthly  install- 
ments at  an  interest  rate  of  5}^  percent? 

Mr.  BoDFisH.  Yes,  5,  5M,  or  6  percent. 

Mr.  Brown.  That  was  not  true  in  my  section,  and  some  other 
sections  a  few  years  ago.  It  amounted  to  about  9  percent  in  some 
sections. 

^  Mr.  BoDFisH.  I  do  not  see  how,  at  the  present  time,  Mr.  Brown,  an 
institution  can  lend  money  at  9  percent,  when  the  F.  H.  A.  is  making 
a  rate  to  borrowers  of  about  5>^  percent  to  6  percent,  and  all  of  the 
institutions  I  am  familiar  with  are  just  crying  their  eyes  out  to  lend 
their  money. 

Mr.  Brown.  I  know  they  paid  3  percent  on  stock  up  until  2  or  3 
years  ago  and  the  borrowers  paid  around  9  percent. 

Mr.  BoDFisH.  I  am  very  surprised  at  that.     To  give  an  illustration, 
1  am  very  famihar  with  saving-and-loan  associations  in   Chicago 
with  a  capital  of  about  $6,000,000.     Their  average  interest  rate  on 
our  currently  made  mortgages  is  5.3,  and  it  is  falling.    They  expect 
It  to  go  to  5  percent,  maybe  lower. 

Mr.  Patman.  Mr.  Bodfish,  you  gave  as  one  argument  against  con- 
tmmng  that  part  of  title  II  which  refinances  the  existing  structures, 
the  statement  the  President  made  that  we  should  eventually  get  out 
of  that  type  of  business. 
Mr.  Bodfish.  That  is  right. 

Mr.  Pa™an.  I  just  wonder  if  you  are  correct  in  your  assumption 
that  the  President  made  the  arbitrary  date,  such  as  June  30,  1939? 
In  other  words,  the  President  said  we  must  eventually  get  out,  and 
I  do  not  know  whether  he  meant  by  that  1  year  or  o  years  or  20  years. 
You  figure  1939  was  arbitrarily  fixed  by  Congress,  that  the  date 
July  1,  1939,  was  arbitrarily  fixed  by  Congress? 

Mr.  Bodfish.  I  do  not  know  how  arbitrary  Congress  was.  Con- 
gress considered  his  suggestion  and  set  it  at  that  particular  date. 
Mr.  McDonald  came  before  the  committee  and  recommended  it,  and 
he  said  in  his  testimony,  *'We  want  to  stop  this  July  1,  1939."  As  a 
matter  of  fact,  I  quoted  his  statement  before  this  very  committee. 
So  Mr.  McDonald  and  the  Congress  followed  the  suggestion  of  the 
President,  setting  the  date.  I  admit  the  President  did  not  sav  "June 
30,  1939.''  ^ 
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Mr.  Patman.  You  are  just  assuming  that  it  would  meet  with  his 
approval?    You  do  not  know  whether  it  would,  or  not? 

Mr.  Bodfish.  I  confess  he  does  not  consult  me  on  these  matters. 

Mr.  Patman.  And  you  confess,  too,  that  if,  in  the  light  of  experi- 
ence, you  should  change  your  poUcy,  your  business  policy,  you  would 
not  hesitate  to  do  so,  woiild  you?  In  other  words,  if  you  were  to  say, 
as  president  of  this  building  and  loan  in  Chicago,  **We  are  going  to 
get  out  of  a  certain  type  of  business  on  a  certain  date,"  yet,  if  condi- 
tions changed,  and  in  the  light  of  your  experience,  you  felt  like  it 
was  wise,  you  would  not  hesitate  to  do  so,  would  you? 

Mr.  Bodfish.  Yes;  with  one  qualification,  Mr.  Patman.  That 
I  have  never  found  yet,  except  once,  a  Government  agency,  with  its 
personnel,  that  ever  arrived  at  a  date  when  it  would  be  wise,  in  their 
judgment,  to  terminate  or  diminish  their  activities,  and  I  think  that 
IS  our  problem.  I  think  the  exception  to  it  is  the  Home  Owners' 
Loan  Corporation.  I  had  a  Uttle  part  m  helpmg  plan  that.  They 
set  the  date  and  they  quit  at  that  date. 

Mr.  Patman.  Since  you  used  the  testimony  of  Mr.  McDonald  in 
support  of  your  argument,  I  quote  what  purports  to  be  an  exact  copy 
of  Mr.  McDonald's  testimony  on  that  point,  when  he  said,  on  Novem- 
ber 30,  1929:  "We  desire  to  eliminate  that  old  financing  after  July  1. 
1939."  *  6  J    , 

He  did  not  say  "Absolutely,  now,  we  are  gohig  to  stop  this,  but  it  is 
our  desire  to  conclude  by  that  time." 

Mr.  Bodfish.  I  have  the  quotation  right  from  the  record,  and  I 
would  be  very  glad  to  discuss  that  with  you.  He  said,  "We  desire  to 
ehminate  that."  Then  there  is  a  new  sentence:  "After  July  1,  1939, 
F.  H.  A.  will  drop  out  of  existing  construction  except  houses  which  it 
has  previously  insured  and  of  which  it  may  be  in  possession  or  have 
to  accept  after  foreclosure."  He  did  not  say  "should"  or  "may"  or 
"might,"  but  he  said  "will." 

Mr.  Patman.  If  you  were  in  Mr.  McDonald's  place  and  you  had 
made  that  statement,  yet  if  the  situation  has  arised  that  it  is  in  the 
pubHc  interest  to  extend  title  II  on  existing  construction,  you  would 
not  hesitate  to  recommend  it,  would  you? 

Mr.  Bodfish.  If  there  is  an  emergency  or  some  compelling  public 
reason,  or  social  purpose,  yes;  but  that  is  what  we  have  been  trying  to 
explore  for  a  long  time,  but  we  do  not  think  there  is  any  reason  for  it. 

Mr.  Patman.  We  must  presume  that  he  is  honest  in  his  views  that 
there  is  a  real  reason  for  it. 

Mr.  Bodfish.  Yes;  I  think,  of  course,  he  is  honest;  but  no  Govern- 
ment agency  that  I  know  of  has,  with  a  few  exceptions,  ever  found  a 
date  on  which  it  ought  to  be  terminated. 

Mr.  Gore.  Do  you  have  any  record  of  the  number  of  losses  which 
the  building  and  loan  associations  have  had — I  mean  existing  loans 
which  have  been  lost  as  a  result  of  refinancing  the  same  properties 
through  the  F.  H.  A.? 

Mr.  Bodfish.  I  do  not  have  a  record  of  that;  no. 

Mr.  Gore.  That  is  a  matter  that  is  pertinent  to  this  question. 
Will  you  get  some  records  on  it  and  put  it  in  our  record? 

Mr.  Bodfish.  Yes;  if  there  are  any  records  available.  That  is  a 
kmd  of  hard  thing  to  get  a  record  of.  Congressman  Gore,  and  I  do  not 
know  that  the  official  statistics  that  we  keep  will  develop  anything 
for  the  entire  country.    I  will  say  this:  That  if  you  consult  some  of 
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these  building  and  loan  people,  you  will  find  they  will  give  you  pretty 
good  testimony,  or  individual  testimony  on  it,  that  they  are  losing 
loans  this  way. 

I  think  the  letter  I  gave  you  yesterday  was  a  startling  piece  of 
evidence  of  the  thing  we  are  up  against,  in  which,  imder  the  Govern- 
ment frank,  Government  officials,  on  Government  time,  and  Govern- 
ment expenses,  they  come  down  and  write  every  mortgagor  and  in- 
vite him  to  switch  his  mortgage  from  a  local  institution  and  borrow 
more  than  he  now  owes,  and  attempt  to  get  him  away  from  the  local 
institutions,  if  possible. 

Mr.  Gore.  I  particularly  had  this  letter  in  mind  as  I  was  asking 
you  the  question.  Of  course,  it  was  submitted  as  a  means  of  pur- 
porting that  the  F.  H.  A.  was  advertising  for  your  loans.  However, 
I  fail  to  see  anything  in  the  letter  that  specifically  indicates  that. 
The  most  revealing  thing  there  is  this,  ''Are  your  monthly  payments 
burdensome  on  your  present  loan?"  Could  not  that  refer  to  the 
length  of  the  amortization,  rather  than  the  usurious  rates? 

Mr.  BoDFiSH.  Yes,  but  if  the  buyer  is  making  his  payments  and 
satisfied  and  going  along  and  going  to  get  out  of  debt  in  11  or  12 
years,  why  should  they  go  out,  with  the  prestige  of  the  Government 
behind  them,  and  try  to  keep  him  in  debt  for  a  period  of  25  years? 

Mr.  Gore.  Are  you  opposmg  this  section  of  title  II  on  the  basis  of 
the  loss  of  existing  loans  as  the  result  of  F.  H.  A.  refinancing? 

Mr.  BoDFisH.  Partly.  It  is  partly  a  loss  of  loans,  and  partly  the 
development  of  a  system  in  which  brokers  are  soliciting  our  loans 
and  they  are  bought  and  sold  and  transferred  out  of  our  communities, 
and  all  done  on  the  guarantee  of  the  Government.  We  think  that  is 
an  unnecessary  action  of  the  Government  in  a  field  that  is  occupied 
by  private  business,  and  which  can  be  adequately  served  by  private 
local  business. 

Mr.  Gore.  I  am  interested  in  this  particular  feature,  and  you  have 
made  your  position  plain  in  the  latter  part  of  your  answer,  but  I  have 
not  before  noted  in  this  hearing,  that  you  were  opposing  it  because 
of  the  loss  of  these  existing  loans. 

Mr.  BoDFisH.  We  are  losing  them.  That  is  why  our  people  are  all 
stirred  up  and  indignant  about  it.  That  is  why  we  are  stirred  up  and 
indignant  about  it.     We  are  losing  them. 

Mr.  Gore.  Thank  you  very  much. 

Mr.  Spence.  Did  you  think  conditions  justified  the  enactment  of 
tliis  legislation  at  the  time  it  was  enacted,  insuring  existing  loans? 

Mr.  BoDFisH.  No,  I  did  not.  Even  at  the  time  of  my  testimony 
before  the  committee  my  op  nion  was  that  title  I  would  do  a  lot  of 
good  work,  and  title  II,  so  far  as  new  construction  is  concerned,  would 
do  a  first-class  job.  But  at  the  time,  I  did  not  see  why  in  the  world 
we  ought  to  chisel  the  other  fellow,  if  I  recall  my  language,  in  order  to 
induce  the  commercial  banks  into  this  field.  And  incidentally,  two- 
thirds  of  the  F.  H.  A.  mortgages  have  been  made  by  commercial 
banks.  That  they  ought  not  to  make  any  long-term  real-estate  loans 
is  generally  recognized  by  careful  experienced  bankers,  but  the  F.  H.  A. 
says,  "We  will  give  you  a  5-percent  investment  as  a  banking  institution, 
if  you  happen  to  make  a  good  mortgage,  but  if  you  make  a  bad  one,, 
we  will  give  you  a  Government  bond  and  the  United  States  will  get 
the  real  estate.''  I  have  never  seen  that  there  was  any  justification 
for  that,  as  regards  existing  mortgages. 
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Mr.  Spence.  What  have  been  the  conditions  since  the  passage  of 
this  act  with  reference  to  the  conditions  at  the  present  time? 

Mr.  BoDFiSH.  I  think  there  has  been  a  considerable  increase  in  the 
volume  of  mortgage  money  available.  Many  lenders  have  come  back 
into  the  field  that  were  not  active  then.  I  think  that,  when  this  act 
was  up  for  passage,  our  institutions  were  the  most  active  lending  in- 
stitutions at  that  time.  The  insurance  companies  were  largely  out  of 
the  field,  temporarily.  The  savings  banks  were  out  of  the  field,  at 
that  time,  largely.  The  commercial  banks  were  clear  out,  because 
mortgage  loans  were  the  reason  for  a  lot  of  their  troubles,  because  they 
were  in  too  far  in  the  real-estate  field,  5  years  ago.  I  think  most  of 
the  mortgage  capital  was  timid.  You  pick  up  any  newspaper  in  any 
town  and  you  will  find  every  institution  in  that  town  aggressively 
seeking  mortgage  loans,  and  at  very,  very  reasonable  rates.  I  think 
the  rate  structure  has  dropped  one  to  two  points  in  the  last  3  or  4  years. 
Mr.  Spence.  What  would  you  say  had  been  the  increase  in  the 
available  funds,  from  the  time  of  the  enactment  of  the  act  in  1932? 
Mr.  BoDFisH.  That  is  hard  to  estimate,  Mr.  Spence,  because  I 
do  not  know  just  what  was  available  and  actively  seeking  investment 
in  other  institutions.     It  is  very  hard  to  lump  them  all  together. 

Mr.  Spence.  When  you  talk  about  limitation  on  loans,  that  de- 
pends almost  entirely  on  the  appraisal,  does  it  not? 
Mr.  BoDFiSH.  Yes;  it  does,  largely. 

Mr.  Spence.  It  is  practically  ineffective  to  say  you  can  lend  66^ 
because,  if  a  man  is  a  particularly  good  risk,  and  a  man  of  good  char- 
acter, they  can  make  a  higher  loan? 

Mr.  BoDFisH.  I  think  you  are  being  pretty  practical,  Mr.  Spence. 
As  a  matter  of  fact,  the  only  thing  is  that  you  cannot  appraise  down 
to  the  absolute  degree  of  precision.  You  can  take  a  high  percentage 
loan  application,  and  you  study  the  whole  thing,  the  property,  study 
the  man,  and  you  will  say,  ''I  know  Congressman  Ford  will  pay  it 
back,"  and  sometimes  institutions  will  lend  80  percent  plus. 

Mr.  Spence.  They  can  make  their  own  appraisal,  in  a  manner  that 
will  largely  nullify  the  limitations  of  the  statute. 

Mr.  BoDFisH.  They  will  make  a  more  generous  loan  on  account  of 
the  character  and  capacity  and  personal  covenant  of  the  man. 
The  Chairman.  Miss  Sumner? 

Miss  Sumner.  Mr.  Chanman,  I  missed  the  fii-st  part  or  the  begin- 
ning of  his  testunony,  and  I  was  interested  to  know  what  particular 
group  of  people  Mr.  Bodfish  represents.  Do  vou  represent  the  biiild- 
mg  and  loan  associations  of  the  United  States? 

Mr.  Bodfish.  I  represent  the  United  States  BuikUng  and  Loan 
League,  which  is  about  a  50-year-old  organization,  composed  ex- 
clusively of  buildmg  and  loan  associations.  That  includes  the 
Federal  building  and  loan  associations,  which  are  building  and  loan 
associations  chartered  by  the  United  States  Government,  mcludino- 
the  cooperative  banks,  which  is  the  name  by  which  these  histitutions 
are  known  in  the  State  of  Massachusetts  and  several  of  the  other  New 
England  States.  There  are  some  4,000  of  those  institutions  in'  our 
orgamzation,  and  we  represent  about  80  percent  of  the  total  assets 
in  the  field. 

Miss  Sumner.  What  about  the  services  of  these  organizations?  In 
lUinois,  the  stockholders  are  the  mortgagors  themselves,  so  far  as  the 
money  is  concerned.     Is  that  true  of  all  of  these  institutions'^ 
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Mr.  BoDFisH.  WeU,  we  have  about  6,000,000  investing  members 
which,  m  bank  parlance,  would  be  called  depositors,  but  they  are  share- 
holders or  account  holders  in  our  institutions,  and  about  1,500  000  of 
borrowers  mdividuals  who  have  mortgages  with  these  institutions, 
lechmcally  they  are  all  members.  These  are  cooperative  mstitutions, 
and  anyone  may  participate  m  them  as  a  member,  and  has  a  part  in 
the  corporate  or  institutional  procedure  and  share  in  the  distribution 
of  earmngs  and  the  like. 

Miss  Sumner.  And  you  say  your  average  loan  was  what? 

Mr.  BoDFisH.  Two  thousand  two  hundred  dollars  in  1938. 

Miss  Sumner.  In  other  words,  it  woidd  be  fair  for  us  to  assume 
here  that  you  are  speaking  for  a  large  group  of  little  people,  as  we 
might  call  them? 

Mr.  BoDFiSH.  We  deal  more  with  the  Httle  people  than  any  other 
financial  mstitutions.  We  get  further  down  in  the  income  scale  than 
any  of  the  other  institutions. 

Miss  Sumner.  I  thank  you. 

Mr.  Ford.  Since  the  inauguration  of  the  F.  H.  A.  loans  on  existing 
mortgages,  has  your  volume  increased  or  decreased? 

Mr.  BoDFiSH.  We  have  increased  some.  We  fell  off  $100,000,000 
last  year,  with  our  $800,000,000  volume  in  1937,  and  we  had  $700,- 
000,000  volume  in  1938.  Now,  possibly  a  part  of  that  was  due  to  the 
modest  business  recession  we  had  in  early  1937,  and  possibly  part  of 
It  was  due  to  the  F.  H.  A.  mortgage  activities  on  the  part  of  other 
/  S«"^S"^^*^*^*^^^^*  ^^^  example,  in  1938, 1  think  about  $100,000,000 
of  F.  H.  A.  mortgages  were  made — that  is  not  correct — ^were  bought 
by  the  Government,  itself,  which  is  equivalent  to  making  them,  where 
one  government  agency  insured  them  and  another  government  agency 
buys  them.  So  it  is  the  Government  competition  and  foreign  lender 
competition,  plus  probably  a  Uttle  bit  of  uneasy  business  situation, 
which  cut  us  down  in  1938. 

Mr.  Ford.  Then,  as  a  matter  of  fact,  would  this  be  true:  If  you 
availed  yourself  more  largely  of  the  F.  H.  A.  provisions,  the  insurance 
provisions— do  you  thmk  by  doing  that  you  could  increase  your 
volume? 

Mr.  BoDFisH.  In  other  words,  if  we  had  the  Government  carry  our 
risk  on  more  of  the  property,  more  of  the  loans?  Possibly  if  the  top  is 
gomg  to  be  taken  off  and  the  Government  continues  to  promote  it, 
ofl&ciaDy,  as  permanent  poUcy,  we  will  have  to  get  a  Kne,  and  the  only 
way  mortgages  will  be  made,  will  be  made  on  the  F.  H.  A.  plan. 
That  is  one  of  our  apprehensions  about  continuing  the  existing  mort- 
gage business. 

Mr.  Ford.  In  other  words,  you  would  use  the  F.  H.  A.  more  than  at 
the  present  time? 

Mr.  BoDFiSH.  I  think  that  is  a  fair  statement. 

Mr.  Williams.  Do  you  sell  any  of  your  mortgages? 

Mr.  BoDFiSH.  There  are  a  few  institutions  that  sell  their  mortgages. 
I  would  say  98  percent  of  the  building  and  loan  associations,  who  have 
made  F.  H.  A.  mortgages,  have  not  sold  them,  any  new  F.  H.  A. 
mortgage.  In  general,  we  never  sell  mortgages.  We  get  a  fund  of 
money  together  and  lend  it  out,  ourselves. 

Mr.  Williams.  Those  that  you  do  sell,  whom  do  you  sell  them  to? 

Mr.  BoDFisH.  So  far  as  I  know,  the  only  ones  that  have  ever  sold 
any  mortgages,  have  sold  the  high-percentage  ones,  that  represented 


I      ^ 
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less  preferred  risks  probably  to  the  RFC  Mortgage  Co.  or  to  the 
Federal  National  Mortgage  Association. 

Mr.  Williams.  Do  you  know  what  the  market  is  on  those  insured 
F.  H.  A.  mortgages? 

Mr.  BoDFiSH.  The  RFC  bought  them  at  par,  as  I  recall.  There 
are  some  places  where  there  are  some  F.  H.  A.  mortgages  that  are 
sold  under  this  scheme,  some  that  net  the  purchaser  4%  or  4K  percent. 
That  does  not  mean  that  is  what  the  borrower  pays.  The  cost  to 
the  borrower  is  5  percent,  plus  the  insurance  charges,  commissions, 
and  the  like? 

Mr.  Williams.  In  other  words,  they  are  sold  at  a  premium? 

Mr.  BoDFiSH.  They  are  sold,  some  mortgages,  at  a  premium;  yes. 

Mr.  Ford.  Are  those  sold  to  individuals? 

Mr.  BoDFiSH.  No;  as  I  understand  it  they  are  sold  to  institutions. 
They  cannot  be  held  by  individuals  under  the  act. 

Mr.  Ford.  Is  not  that,  itself,  a  rather  bad  restriction?  There  must 
be  thousands  of  people  in  the  United  States  who,  at  the  present  time, 
have  money  and  do  not  know  what  to  do  with  it,  except  put  it  in  the 
banks  and  not  get  anything  for  it,  or  put  it  in  time  deposits  and  get 
probably  1  or  IK  percent?  If  these  insured  mortgages  were  loosened 
up  so  that  anybody  could  buy  them,  where  we  would  have  the  selling 
institutions  to  service  them,  at  4K  or  4  percent,  would  not  that  have 
a  tendency  to  bring  in  a  lot  more  money  that  is  not  now  in  the  mort- 
gage market? 

Mr.  Bodfish.  I  think  it  would,  Mr.  Ford,  but  I  am  doubtful  a 
great  deal  as  to  the  advisability  of  embarking  upon  that  course,  because 
the  situation  you  would  have  then  would  be  a  very  great  flood  of 
naoney,  without  any  local  corporate  responsibihty,  or  local  institu- 
tional responsibility  in  administering  them,  and  every  loan  that 
involved  a  loss  would  be  automatically  charged  down  here  to  the 
United  States  Government  through  one  of  its  agencies.  I  think  that 
is  the  real  reason  for  maintaining  the  responsible  local  institution,  to 
take  the  applications,  to  make  the  mortgage  loans,  and,  if  you  please, 
to  assume  the  risk  of  their  own  money  in  collecting  it  back,  because 
if  they  do  not  take  some  risk,  you  know,  it  will  eliminate  all  bounds 
of  restraint  and  caution  in  lending. 

Mr.  Ford.  Let  us  take  a  hypothetical  case:  We  will  say  the  Fu^t 
National  Bank  has  $50,000  in  its  portfolio  and  its  mortgages  run  up 
to  an  average  of  $5,000,  and  it  says  to  an  mdividual,  "We  will  sell  ft 
to  you  to  net  you  4}^  percent,''  or,  let  us  sav,  "4  percent."  They  retain 
the  servicmg  of  the  mortgage,  but  they  would  get  his  money  for  it 
and  make  a  httle  profit  on  it.  What  would  be  the  objection  to  that, 
on  the  part  of  the  building-and-loan  associations? 

Mr.  Bodfish.  I  think  the  objection  there  would  be  the  proposition 
that  you  have  no  responsible  institution  m  that  sort  of  situation  to 
service  it,  where  the  only  interest  is  in  the  little  service  charge  in 
coUectmg  that  money.  But  suppose  it  gets  mto  difficulty,  and  the 
like,  which  IS  where  the  responsibility  and  problems  and  costs  of  the 
mortgage  business  are.  But  I  think  probably  it  would  be  a  good 
thmg  for  the  mdividual,  and  he  would  get  4%  percent,  although  he 
would  have  to  go  through  this  foreclosure  procedure  in  order  to  get 
his  Govermnent  bonds.  But  I  think  it  would  become  a  very  loose 
and  lU-admimstered  kmd  of  mortgage  transaction,  with  the  Govern- 
ment paymg  the  losses. 
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Mr.  Ford.  That  question  has  been  asked  me  repeatedly. 

Mr.  BoDFisH.  You  might  be  interested  in  seeing  this.  This  is  an 
announcement  of  a  concern  in  Cleveland,  Ohio,  which  has  mortgages 
to  sell,  and  they  Ust  them  at  different  rates.  That  will  give  you  a 
veiy  practical  picture  of  what  happens  when  you  put  the  guarantee 
of  the  United  States  Government  on  them,  and  make  them  almost 
negotiable  paper  like  municipal  bonds,  and  start  seUing  them  up  and 
down  the  land. 

(Exhibit  referred  to  appears  at  end  of  this  day's  testimony.) 
*i.-     i.  ^iFFORD.  I  do  not  know  but  what  you  may  have  touched  on 
this,  but  which  would  give  the  most  sympathetic  consideration  to  a 
mortgagor  m   difficulty,   a  foreign  mvestor  or  your  local  lending 
mstitution?  ^ 

Mr.  BoDFiSH.  I  think  your  local  institution  will  come  closer  to 
workmg  out  a  program  that  will  fit  that  man's  needs  and  problems. 
You  take  a  mortgage  held  far  away,  and  that  mortgagee  has  to  go 
"gbt  through  the  routine,  in  order  to  protect  himself. 

Mr.  GiFFORD.  There  is  no  question  but  that  the  local  mstitution  is 
more  sympathetic? 

Mr.  BoDFisH.  No,  sir. 

The  Chairman.  Mr.  Bodfish,  we  want  to  thank  you:  we  are  always 
glad  to  have  you  with  us. 

Gentlemen,  we  have  former  Congressman,  Mr.  Brigham,  of  Ver- 
mont, who  IS  head  of  the  National  Life  Insurance  Co.  of  Vermont 
and  we  are  anxious  to  have  hhn  discuss  this  bill.    However,  I  do  not 
see  how  the  committee  can  remain  in  session  much  longer. 

Let  this  be  off  the  record. 
I    (Here  followed  discussion  off  the  record.) 

'The  Chairman.  Without  objection,  we  will  adjourn  until  10-30 
o  clock  tomorrow  morning. 

t^l'^^^^®"?^^'  *^®  hearing  was  adjourned  until  Friday,  March  10. 
1939,  at  10:30  a.  m.)  ' 

FoUomHayward  &  Co.,  Federal  Housing  Administration  financing,  Cleveland,  Ohio 
member  Mortgage  Bankers  Association  of  America,  specialists  in  Federal  Housing 
Aamtmstratton  insured  mortgages 

WE  OFFER  SUBJECT  TO  PRIOR  SALE  AT  103  AND  ACCRUED  INTEREST  AT  4^  PER- 
CENT,  TO  YIELD  APPROXIMATELY  4.18,  FEB.  18,  1939 


Federal 
Housing; 
Adminis- 
tration 
No. 


«  41-108865 


»  41-023766 
«  41-023825 
« 41-023790 
«  41-023917 
« 41-023623 


» 41-110387 


Name 


Address 


Foulds-. 


Allensworth. 

Baker 

McDonald... 

Miller 

Novotny 


BAT  VILLAGB 

29804  Foote  Rd 


CINCINNATI 


Kellam. 


Plainfleld  Pike 

Columbia  Township, 
1178  Herschel  Ave.... 

4601  Howard  Ave 

4350  Kirby  Ave 


Year 
built 


Term 


CHAGRIN  FALLS 


366  Washington  St. 

•  Available  for  immediate  delivery. 

*  Delayed  delivery  about  2  weeks. 


1929 


1929 
1938 
1923 
1932 
1930 


1938 


Ratio 

loan 

value 


20 


19 
24 
20 
20 
19 


15 


80 


80 
90 
73 
80 
76 


78 


Princi- 
pal 


$4,700 


5.600 
5,400 
4.200 
8.000 
4,200 


4.700 
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Folsom  Hay  ward  &  Co.,  Federal  Housing  Administration  financing,  Cleveland,  Ohio^ 
member  Mortgage  Bankers  Association  of  America,  specialists  in  Federal  Housing 
Administration  insured  mortgages — Continued 

WE  OFFER  SUBJECT  TO  PRIOR  SALE  AT  103  AND  ACCRUED  INTEREST  AT  4H  PER- 
CENT,  TO  YIELD  APPROXIMATELY  4.18,  FEB.  18,  1939— Continued 


Federal 
Housing 
Adminis- 
tration 
No. 


1  41-108779 
»  41-110437 
« 41-110303 
»  41-106918 
»  41-  10S949 
» 41-108780 
Ml-1 10436 
»  41-108621 
» 41-110607 
» 41-10S948 
»  41-107213 


»  41-lia355 
»  41-107760 
'  41-110304 
J  41-107346 


'  41-107759 


•41-110052 


»  41-110305 
» 41-110519 
1  41-108777 
J  41-1 103.54 


i  41-106920 


Ul-107647 
141-107543 


«  41-110515 


1  41-105857 
»  41-110495 


»  41-105754 
«  41-107817 
I  41-107817 
>  41-107134 
'  41-104936 
»  41-104987 
»  41--10302r. 
I  41-107043 
141-105773 
1  41-108068 
1  41-105004 
1  41-107304 
1  41-106347 
»  41-107914 


Name 


Archibald 

Gavin 

Hayes. 

Koslen 

Korb... 

Lubin-Holtz. 

Porath 

Reese 

Rohr... 

Walker 

Walfram 


Jacob 

Mendelsohn. 

Schrock 

White.. 


J<icobson. 


Carr. 


Dunn . . . 

Scholtz.. 
Simonds. 
Stotter... 


Lorenz. 


Orabe.. 
Wagner. 


Shaw. 


Senior. . 
Wexler. 


Adams 

Allen 

Barsch 

Bierbaum. 

Carlos 

Church 

Campbell 
Collins     .. 
Dolbee  ... 

Daniels 

Ebright-... 
Epple  .... 
Frfinklin.. 
Frisoie 


Address 


CLEVELAND 


9012  Kempton  Ave.... 
12702  Bartfield  Ave.  _. 

12105  Marne  Ave 

4290  East  139th  St 

4656  West  15th  St 

3581  East  I53d  St 

9224-9226  Adams  Ave. 

3398  East  134th  St 

13606  Kelso  Ave 

4672  West  15th  St 

10114  Loretta  Ave 


CLEVELAND  HEIGHTS 


3272  Cedarbrook  Rd. 

964  Selwyn  Rd 

1061  Nala  View  Rd.. 
1626  Coventry  Rd... 


EAST  CLEVELAND 

13815-17  Shaw  Ave 


EUCLID 


no  East  219th  St- 


LAXEWOOD 


1585  Clarence  Ave.  . 

1522  Mars  Ave 

1620  Waterburv  Rd. 
13939  Clifton  Blvd.. 


MAYHELD  HEIGHTS  VILLAGE 

1214  Washincton  Blvd 


PARMA 


6515  Theota  Ave. 
6810 do 


ROCKY  RIVER 

352  Morewood  Pkwy 

SHAKER  HEIGHTS 


4358  Ardmore  Rd. 
3429  A«!hby  Rd... 


TOLEDO 


1942  Lawrence  St 

4905  Douglas  St... 

2635  Glenwood  Ave 

1847  Norwood  Ave 

2323  Robinwood  Ave 

4144  Eastway.. — . 

527  Tennyson  PI - 

3623  Homewood  Ave 

2132  ^outh  Street .- 

1940Cr3sswoll  PI 

1844  Macomber  St 

3311  Beverlv  Blvd 

455  West  Manhattan  Blvd. 
2674  Northwood  .\ve 


1  Available  for  immediate  delivery. 
»  Delayed  delivery  about  2  weeks. 


Year 
built 


1918 
1918 
1929 
1925 
1939 
1924 
1923 
1926 
1923 
1939 
1923 


1930 
1926 
1937 
1924 


1914 


1921 


1918 
1905 
1923 
1924 


1928 


1932 
1923 


1936 


1933 
1929 


1900 
1907 
1918 
1923 
1903 
1924 
1919 
1918 
1925 
1924 
1925 
1926 
1926 
1928 


Term 


15 
20 
15 
15 
20 
20 
15 
12 
20 
20 
15 


19 
15 
15 
15 


15 


19 


15 
20 
15 
20 


15 


15 
15 


20 


20 
20 


15 

\m 

20 
12 
15 

20 
19 
17 
20 
19 
15 
19 
15 
17 


Ratio 

loan 

value 


79 
80 
70 
72 
77 
80 
76 
72 
80 
80 
63 


80 
73 
60 
77 


80 


78 


71 
78 
80 
80 


73 


80 
71 


77 


80 
78 


80 
62 
80 
63 
74 
80 
80 
74 
80 
70 
80 
80 
66 
80 


Princi- 
pal 


$3,500 
3.200 
4.400 
3,100 
6.000 
6.400 
4,600 
2.600 
3,800 
6,400 
2,700 


5.200 
3.200 
4.400 
ft.  600 


5,000 
4,400 


5.000 
5,300 
6,000 
8,200 


2.480 


4,600 
3,200 


12,800 


4,800 
9,000 


2.800 
4  000 
5,000 
1.900 
5.200 
4,800 
5.400 
4,300 
4,500 
7.400 
3.200 
4.900 
3,  .100 
5.200 
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"tZlTZt.^e  Mt:,l?^7r  i^JT'""''"''""^'^"""^'  «-"""^.  Ohio, 

WE  OFFER  SUB/ECT  TO  PRIOR  SALE  AT  .03  AND  ACCRUED  INTEREST  AT  4U  PER 
CENT.  TO  YIELD  APPROXIMATELY  4.IS,  FEB.  18,  1939-Con«nL 


Federal 
Housing 
Adminis- 
tration 
No. 


Name 


«  41-106188 
> 41-107169 
«  41-10787.'; 
I  41-10678S 
'  41-10745.T 
> 41-107840 
>  41-106733 
»  41-105921 
»  41-106905 
'  41-106.')91 
»  41-107977 
41-1C6:82 
'  41-107226 
» 41-106590  I 
« 41-107916 
» 41-107818 
'  41-106779 
» 41-106952 
» 41-106113 
» 41-106322 
1  41-107049 

>  41-108577 
»  41-107244 

>  41-106535 


Address 


Ooetz 

0)rsuch "" 

Hastin!?s 

Heidloff l"ll 

Huwe... 

Uunt Ill" 

Kainm.._ " 

Laakenua 

Leunex 

Ltindbor? 
Mallory ....;""" 

>".urnou, 

Murphy 

McLachJin 


TOLB  DO — continued 


JJffii° ??9.^'i%d  St 


2024  BrninePI... 

3613  Almeda  Drive """    * 

2417  Charlo'^town  ' 

1419  Foster  Ave  

937  (Jcnova  St  

4644  290th  St.. .""II  

4126  i\i  rth  Lof'kwood  St 

1702  ?Tan.e  Ave " 

♦710  North  Haven  Ave         

1608  Shenandoah  Ave   " 

l.'^OWatnaRd  " 

3.-06  AK'xis  Rd. 

33WeiseSt--    

531  Boston  PI 


Year 
built 


Term 


Millar 
Ncwbert  Co 

Nealson 

Ortendahl... 
Reetz.. 

Ritter 

Showel  Co 

Smith 

Wfltkins„ 


1114  Underwood  Ave 

4861  298th  St ." 

1829  Borden  Ave 

1856  Nelson  Ave 
3118  Glanzraan  Kd.ll 
2646  Qracewood 
2121  Alvin  St 
2002  Giant  St 
12I2HaIsteadSt.J"  " 


1926 

1920 

1924 

1910 

1927 

1930 

1922 

1923 

1923 

1930 

1925 

192-$ 

1917 

1911 

1920 

1929 

1918 

1926 

1930 

1924 

1929 

1924 

1924 

1925 


Ratio 

loan 

value 


Princi- 
pal 


19 
05 
19 
15 
19 
19 
15 
15 
15 
17 
19 
20 
15 
17 
17 
19 
20 
15 
17 
15 
19 
15 
15 
20 


66 

80 

80 

54' 

80 

80 

74 

77 

80 

80 

80 

80 

80 

80 

73 

67 

80 

77 

80 

80 

72 

76 

77 

76 


MORTGAGES  OFFERED  AT  106  PLUS  ACCRUED  INTEREST  AT  5  PERCENT 
APPROXIMATELY  4.25 


$3,000 
2.700 
4.3(J0 
l.'JOO 
4,000 
5,200 
4.800 
2.700 
3.600 
8,400 
4.400 
4,600 
3,400 
4,400 
3,500 
3,700 
4,400 
2,700 
4,400 
4,200 
4,500 
4,000 
2,700 
3,500 


TO  YIELD 


» 41-101042 
» 41-008431 
» 41-101672 
» 41-101673 
'41-100975 
» 41-101773 
» 41-009616 

>  41-008880 

>  41-100369 

>  41-102653 
> 41-002613 
'  41-003608 
« 41-102799 
» 41-100746 
«  41-100974 
=41-104378 

» 41-100849 


Ambcrg 

Brown 

Buckeye  Realty"' 

do :. 

Copic 

Everaitt.. HI 

Howard 

Kettrine.. I 

McCreery 

Mumen I, 

Munen HI 

Neidhardt...!"" 

O  wczarzak., l] 

Romano. 

Skiba lllllll' 

Sullinger 

Wittman 


817  Frederick  St 
2536  Gracewood  Rd 
1224  Albert  St. 
1030  Liberty  St 

1224  Alldays  Ave 

3915  Rohr  Drive..."" 
5908  Gany  Mede  Drive 
1118ClymenaSt 

358  Victoria  PI H" 

5832  Acoma  Drive..."! 
5848  Acoma  Drive 

1923  Alvin  St .".".".' 

645  Mnrniion  Ave H 

1714  Greenwood  Ave 

32  W.  Weber  St "  ' 

3516  Homewood  Ave. 
3811  Drummond  Rd.II! 


1907 

1937 

1921 

1921 

1927 

1937 

1937 

1937 

1919 

1929 

1929 

1937 

1927 

1917 

1917 

1926 

1937 


im 

53 

15 

67 

15 

71 

15 

70 

19H 

72 

191^ 

77 

19>^ 

70 

19 

73 

im 

77 

im 

76 

19H 

73 

im 

76 

15 

63 

mi 

76 

19H 

67 

15 

58 

18 

77 

$2,800 
3.300 
2,400 
2,000 
2,000 
3,600 
3,600 
4,000 
4,400 
3,000 
3,400 
6,000 
3,000 
2,000 
2,700 
3,000 
6,000 


Beckon  lm:':iZ'"^Ltx^^l'^^  itmet  '^^-^^-X  -^er  title  11, 

the  mutual  mortgage  inZS^T\Zt^itiZ^fJt"mSZl!;.^^^-  "P"^"**!! 
mortgagees  or  assienees  on  one-  to  four  famii,,  .„   j         mortgages  for  approved 
term,  and  conditions  oahemorteaerthe?tiLtn''''''li*^'  P^Vying  the  amount, 
bo„ower  exceed  the  minimum  sTallr^  o^^elSt^^ 
wrrtmg  procedure  of  the  Administration.  '^"8"'Urty  provided  by  the  under- 

rep^r^^rnTrmTl^ls*  sVperZHf  ?he'ir^*??««'  ."^''">  ^-y  ^  ^n  amount 
built  one-fa1nilyst"rttrreffo^;orer"L'c':pa^^^^^^ 

lo°%?lM  K/roS  XnTo'f^iAdin   tT~^  V^lZtlZ 
of  the  mortgage  does  not  eTci^J^eO^  for^t^  tr23  ^^^^  'SfruXr 
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■which  do  not  qualify  for  the  inaxmium  ratio  loans,  mortgages  on  one-  to  four- 
family  residences  may  represent  as  much  as  80  percent  of  the  Administration's 
value  and  have  a  20-year  term,  if  the  amount  of  the  mortgage  does  not  exceed 
$16,000. 

Federal  Housing  Administration  insured  mortgages  may  bear  interest  up  to 
5  percent  per  annum,  and  must  be  fully  amortized  during  the  term  through 
monthly  payments  of  principal  and  interest,  in  addition  to  which  the  borrower 
pays  monthly  amounts  which  are  sufficient  to  provide  an  accumulation  to  pay 
Federal  Housing  Administration  insurance  premium  of  one-half  of  1  percent  per 
annum,  taxes  and  assessments  and  hazard  insurance  as  and  when  these  charges 
become  due. 

Investments  in  Federal  Housing  Administration  insured  mortgages  have  many 
desirable  features  of  Government  bonds,  such  as  the  protection  of  principal  and 
the  continuity  of  income.  This  is  so  because  in  the  event  of  default  in  terms  of 
the  note  and  mortgage,  the  property  may  be  acquired  through  foreclosure  and 
turned  over  to  the  Administrator,  for  which  the  holder  receives  debentures  of  the 
mutual  mortgage  insurance  fund  for  the  unpaid  principal,  taxes,  and  insurance, 
which  debentures  would  mature  3  years  after  the  term  of  the  mortgage  and  bear 
interest  at  2%  percent  having  the  same  tax  exemption  as  on  Government  bonds 
and  being  unconditionally  guaranteed  as  to  principal  and  interest  \>y  the  United 
States  Government.  Other  costs  in  connection  with  foreclosure  and  charges 
against  the  mortgagor  are  included  in  a  certificate  of  claim  which  is  liquidated  as 
and  when  the  Administrator  disposes  of  the  property  for  an  amount  which  may 
be  sufficient  to  embrace  all  claims. 

Insured  mortgages  are  acceptable  collateral  at  the  Federal  Reserve  and  home- 
loan  banks  at  nearly  par  and  may  be  sold  to  the  RFC  Mortgage  Co.  or  the  Fed- 
eral National  Mortgage  Association  at  par. 

Purchasers  of  insured  mortgages  through  this  company  are  given  the  additional 
protection  of  foreclosure  bonds  in  the  amount  of  $200  per  loan  for  the  first  5  years 
of  the  mortgage,  and  are  furnished  with  fidelity  bond  covering  the  trustee  funds 
and  collections  handled  for  the  purchaser's  account.  Accompanying  the  insured 
note  and  mortgage  is  an  A.  T.  A.  form  mortgagee's  policy  of  title  insurance  in  the 
amount  of  the  mortgage,  identification  certificate,  and  all  fire  and  other  hazard 
insurance  policies. 

Folsom  Hayward  &  Co.  handle  all  details  in  making  collections,  remittances, 
payment  of  taxes,  and  maintenance  of  insurance,  for  which  services  there  is  re- 
tained one-half  of  1  percent  per  annum  leaving  the  net  return  of  4}i  percent  to 
the  purchaser.  Principal  and  interest  collections  are  remitted  on  the  25th  day  of 
each  month. 

Upon  request  we  will  be  pleased  to  furnish  you  with  booklet  giving  detailed 
information  regarding  our  operations  and  services. 
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FRIDAY,  MARCH  10,  1039 

House  of  Representatives, 
Committee  on  Banking  and  Currency, 

WashingtoTij  D.  C, 

The  committee  met  at  10:30  a.  m.,  Hon.  Hemy  B.  Steagall  (chair- 
man) presiding. 

Present:  Messrs.  Steagall,  Williams,  Spence,  Ford,  Brown,  Barry, 
Sacks,  Gore,  Mills,  Martin,  Folger,  Wolcott,  Gifford,  Crawford, 
Gamble,  Johnson,  Kean,  Sumner. 

The  Chairman.  Let  us  come  to  order.  We  have  this  morning  Mr. 
Elbert  S.  Brigham  of  the  National  Life  Insurance  Co.  We  will  be 
glad  to  hear  you  Mr.  Brigham. 

STATEMENT   OF   ELBERT  S.    BRIGHAM,   PRESIDENT,   NATIONAL 

LIFE  INSURANCE   CO. 

Mr.  Brigham.  Mr.  Chairman,  my  name  is  Elbert  S.  Brigham.  I 
am  president  of  the  National  Life  Insurance  Co.  Our  company,  I 
think,  is  one  of  the  five  or  six  largest  holders  of  loans  insured  under 
section  203,  of  the  Federal  Housing  Act.  We  became  an  approved 
mortgagee  in  1935,  and  have  had,  therefore,  4  years'  experience  with 
insured  loans. 

Our  company  had,  for  several  years,  been  making  standard  mort- 
gages on  city  properties  and  requiring  a  margin  of  40  to  45  percent  in 
value  of  the  property  above  the  amount  loaned.  Of  course,  coming 
from  Vermont  we  were  quite  conservative,  and  that  80-percent  loan 
looked  pretty  large  to  us.  We  had  some  doubts  about  the  National 
Housing  Act,  because  some  attorneys  thought  it  might  be  uncon- 
gtltutional. 

We  had  no  knowledge  of  the  efficiency  of  the  personnel  of  the  Fed- 
eral Housing  Administration,  and,  of  course,  a  large  number  of  fore- 
closures would  be  expensive,  and  even  with  insurance  would  make 
such  loans  unprofitable ;  but  of  course  we  had  the  problem  of  invest- 
ing our  poHcyholders'  money.  We  have  175,000  policyholders 
scattered  pretty  well  over  the  United  States,  and  our  average  policy 
is  a  little  over  $3,100.  So  you  see  that  while  our  assets  may  seem 
large,  they  are  owned  by  a  large  number  of  people,  and  we  try  to 
get  our  money  invested,  if  we  can  do  so  safely,  in  the  communities 
where  our  policyholders  are  located.  That  is  the  source  of  the  money 
that  they  send  out^  We  want  to  build  up  their  communities.  So 
we  started  in  making  connections  with  banks  that  had  competent 
real-estate  departments  and  with  other  lending  agencies  in  several 
States,  all  of  them  being  approved  mortgagees  under  the  Federal 
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Housing   Administration.     We   also   took   loans   from   our  regular 
correspondents  and  from  our  branch  offices. 

We  adopted  rules  regarding  our  methods  of  considering  loans.  We 
wanted  to  deal  with  home  ownei-s;  therefore  we  refused  to  loan  more 
than  60  percent  on  tenant-occupied  property.  We  had  each  prop- 
erty appraised  by  our  correspondent  or  representative;  therefore  we 
had  two  appraisals,  the  appraisal  of  the  Federal  Housing  Adminis- 
tration, checked  by  an  appraisal  of  our  own  representative.  In 
btates  where  foreclosure  costs  were  high,  we  had  our  own  inspectors, 
on  salary,  inspect  the  properties  before  we  took  the  loans.  We  also 
required  a  credit  report  from  an  independent  reporting  agency,  and 
had  a  check  upon  the  character  of  the  borrower,  the  permanency  of 
his  employment,  his  income,  the  number  of  liis  dependents,  and  his 
reputation  for  paying  his  bills. 

Our  experience  over  these  4  years  has  been  most  favorable  Our 
respect  for  the  abihty  and  efficiency  of  the  Federal  Housing  Adminis- 
tration has  increased  with  our  experience  in  doing  business  with  them. 
Out  of  this  experience  I  believe  that  the  insured  mortgage  has  ful- 
filled a  useful  purpose  m  making  it  possible  for  families  of  modest 
mcome  to  own  then-  own  homes,  by  making  monthly  payments  equal 
to  or  not  greatly  exceeding  the  sums  they  are  accustomed  to  pay  for 
rent.  ^  ^ 

Another  very  important  feature  of  the  Federal  Housing  Administra- 
tion, particularly  with  new  construction,  is  the  fine  inspection  staff 
that  they  have  set  up  to  supervise  construction  during  the  construction 
period.  That  insures  a  building  of  such  construction  that  it  will 
endure. 

Our  experience  will  have  a  bearing,  Mr.  Chairman,  upon  the  liability, 
1  think,  of  the  GovemmeRt  under  the  National  Housing  Act.  On 
March  1  of  this  year  we  had  on  our  books  5,777  residence  loans,  with 
an  mvestment  of  $27,713,911.  This  makes  the  average  loan  about 
$4,800.  In  this  period  of  4  years  we  have  had  16  foreclosures  wliich 
have  reached  completion  to  the  extent  of  our  takmg  title  to  the 
property.  We  have  a  rule  that  when  we  obtain  property  by  fore- 
closure, we  have  a  month  to  decide  whether  or  not  to  turn  it  over  to 
the  Federal  Housing  Administration  and  take  debentures  or  to  sell  it 
ourselves  or  keep  it.  For  the  first  3  weeks  we  tell  our  representatives 
to  sell  the  property  for  the  amount  we  have  in  it.  Thirteen  of  these 
loans  have  reached  final  completion.  Thirteen  out  of  this  total  of 
5,777  loans  on  our  books  in  a  period  of  4  years— 13  have  reached  final 
completion,  and  you  will  perhaps  be  interested  in  the  result. 

Our  mvestment  in  these  loans  was  $87,335.  We  sold  for  cash  prop- 
erties amounting  to  $15,414,  got  out  every  dollar  we  had  invested, 
and  on  one  property  we  made  a  profit  of  $140.  We  received  deben- 
tures of  $68,100  and  certificates  of  claim  for  $3,819.  From  the  certifi- 
cates of  claims  amount  we  may  obtain  something  if  the  properties 
sell  for  more  than  the  investment  the  Federal  Housing  Administration 
has  m  them. 

The  mortgage  insurance  collected  on  our  section  203  account  will 
probably  be  about  $125,000  annually. 

^ij  ^^^^^^^^-  "To  the  amount  of  $68,100.  What  do  you  estimate 
would  be  the  loss  to  the  Government  if  you  turned  the  mortgages 
back  to  the  F.  H.  A.?    Would  you  care  to  answer  that? 
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Mr.  Brigham.  The  F.  H.  A.  has  properties,  of  course,  against 
that  $68,100.     Of  course,  I  cannot  tell 

Mr.  GiFFORD  (interposing).  But  you  estimated  you  could  not 
recover,  and  you  would  rather  have  the  debentures. 

Mr.  Brigham.  As  I  said  before,  we  put  the  property  on  the  market 
for  only  3  weeks.     That  is  all  the  time  we  have. 

Mr.  Gifford.  You  have  no  estimate  of  what  your  loss  would  have 
been  if  you  had  held  the  property? 

Mr.  Brigham.  We  have  sold  $15,000  worth  of  property  with  no 
loss  and  with  a  profit. 

Mr.  Gifford.  That  is  property  on  wltich  you  took  debentures, 
preferring  that  to  holding  the  property  yourselves.  We  have  got  to 
assume  that  there  will  be  a  loss  to  the  Government  if  you  preferred 
turning  the  property  over  to  them  rather  than  holding  it  yourselves. 
What  we  are  after  is  what  the  loss  will  be  to  the  Government.  I  did 
not  know  but  what  you  might  have  an  estimate  of  that. 

Mr.  Brigham.  I  do  not  have  any  estimate,  but  I  should  think  it 
would  be  a  very  few  thousand  dollars. 

Mr.  Sacks.  Is  it  not  a  fact  that  only  3  weeks  were  allowed  as  the 
time  for  disposing  of  the  property,  therefore  you  could  not  tell  at  tliis 
stage  whether  there  would  be  any  loss  at  all? 

Mr.  Brigham.  No;  we  could  not.  In  the  case  of  one  property  I 
remember  the  owner  committed  suicide,  and  of  course  that  gave  a 
black  eye  to  the  property  in  the  neighborhood.  That  broke  up  his 
family,  and  there  will  be  some  time  elapse  before  people  will  be  willing 
to  buy  that  house  on  that  account. 

Mr.  Sacks.  In  your  opinion,  is  it  a  fact  that  the  indications  are 
that  if  there  is  any  loss  at  all  it  will  be  practically  negligible? 

Mr.  Brigham.  Practically  negligible.  And,  as  I  say,  the  Govern- 
ment is  collecting  $125,000  annually  in  hisurance  premiums  on  our 
account  to  offset  losses. 

The  Chairman.  As  a  matter  of  fact,  you  did  not  foreclose  any  of 
your  deUnquent  mortgages?  You  simply  negotiated  cash  sales  for 
the  amount  of  $15,000,  and  then 

Mr.  Brigham  (interposing).  We  foreclosed  and  completed  fore- 
closure and  then  sold  the  property.  We  have  the  alternative  of  selhng 
the  property  ourselves,  if  it  is  on  our  books,  or  turning  it  over  for 
debentures. 

The  Chairman.  Is  that  formal  foreclosure  or  trustee's  sale? 

Mr.  Brigham.  That  is  formal  foreclosure.  We  have  three  other 
properties  that  have  not  reached  the  stage  where  we  have  gotten 
debentures.  When  you  tliuik  of  5,777  families  having  loans  on  our 
books,  and  the  casualties  that  will  normally  happen  to  that  number  of 
families  through  death,  divorce,  and  so  forth,  I  think  16  foreclosures 
to  date  is  a  remarkable  record. 

Mr.  Gifford.  Mr.  Brigham,  why  cannot  your  company,  from  its 
experience,  undertake  this  business  and  save  the  Government,  relieve 
the  Government  from  its  liability?  Why  cannot  private  capital  do 
tliis? 

Mr.  Brigham.  Our  organization  would  be  too  small,  even  with  our 
comparatively  large  account.  It  is  msignificant,  of  course,  compared 
with  the  total  insured  mortgages  of  the  Federal  Housing  Administra- 
tion, scattered  all  over  the  United  States,  and  I  do  not  think  our 
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experience  would  be  typical.     I  tliink  the  larger  coverage  you  have  the 
less  nsk  there  is. 

Mr.  Sacks.  It  would  cost  you  more  to  inspect  these  loans  and 
everything  else  connected  with  them  than  would  be  possible  for  you  to 
do? 

Mr.  Brigham.  The  volume  that  we  have — we  are  making  loans  in 
26  States  and  the  District  of  Cohunbia— the  volume  that  we  have 
would  not  warrant  our  setting  up  an  organization  to  do  what  the 
Federal  Housing  Administration  is  doing. 

Mr.  Sacks.  Would  you  have  to  go  back  to  the  6-percent  mortgage 
if  the  F.  H.  A.  was  not  permitted  to  contuiue? 

Mr.  Brigham.  We  are  permitted  under  our  charter  to  make 
mortgages  up  to  66?^  percent  of  appraised  value.  That  would  be 
the  limit. 

Mr.  Sacks.  You  could  not  go  beyond  that  without  the  F.  H.  A? 

Mr.  Brigham.  W^e  could  not  go  beyond  that.  This  bill  extends  the 
right  to  insure  mortgages  on  existing  construction.  This  I  believe  to 
be  very  important.  The  purpose  of  the  National  Housing  Act  is  to 
provide  a  system  of  mutual  mortgage  insurance  and  to  encourage 
new  construction.  In  my  opinion,  the  Federal  Housing  Administra- 
tion has  been  very  successful  in  promoting  the  very  desirable  purpose 
of  making  it  possible  for  people  of  limited  means  to  purchase  homes 
with  payments  within  their  means  and  at  a  reasonable  interest  rate. 

Now,  I  wish  you  gentlemen  could  see  the  appUcations  that  come 
over  our  desk,  the  type  of  people  that  are  making  appUcations  for 
these  mortgages.  They  are  people  who  get  salaries  from  $1,500  to 
$3,000  a  year,  most  of  them  (some  of  them  occasionally  in  the  higher 
income  brackets,  but  most  of  them  are  people  of  limited  means), 
and  this  gives  them  an  opportunity  to  buy  a  home  with  a  monthly 
payment  that  is  within  their  reach,  and  to  borrow  up  to  80  percent 
on  the  existing  construction,  and  it  makes  it  unnecessary  for  them  to 
go  into  the  second-mortgage  market  to  borrow  money. 

Prior  to  the  passage  of  this  act,  the  man  who  wanted  to  buy  a  home 
could  get,  say,  55  percent  or  60  percent,  if  his  record  was  good,  from 
a  life-insurance  company  or  from  a  bank  and  then  he  went  to  a  second- 
mortgage  concern  to  borrow  the  balance  and  paid,  because  of  the  risk, 
a  very  high  rate  of  interest,  which  made  his  payments  so  large  that  if 
anything  happened  so  that  his  salary  was  reduced  he  could  not  meet 
them. 

Another  very  good  thing  about  the  Federal  Housing  Administration 
program  is  the  requirement  of  monthly  payments  of  one-twelfth  of  the 
estimated  taxes  and  one-twelfth  of  the  estimated  hazard  insurance. 
That  is  collected  monthly  against  those  claims,  and  the  borrower 
never  has  at  any  time  in  the  year  a  very  large  payment,  like  $150  for 
taxes.  That  is  all  accumulated  by  these  monthly  payments  and  is 
ready  for  the  holder  of  the  mortgage  to  disburse  to  pay  the  taxes. 

The  encouragement  of  new  construction  has,  according  to  figures, 
also  been  successful.  It  seems  to  me  that  we  cannot  encourage  new 
construction  unless  we  make  it  possible  for  owners  of  existing  con- 
struction to  sell  what  they  now  own  before  they  buy  a  new  house; 
therefore  the  insurance  of  mortgages  on  existing  construction  is 
necessary  to  promote  new  construction.  If  the  Government  is  to  be 
consistent,  and  make  its  mortgage  system  available  to  all  citizens  on 
equal  terms,  it  seems  to  me  that  insurance  of  mortgages  on  existing 
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construction  should  be  continued.  Let  us  assume  that  Mr.  A  pur- 
chases a  new  house  for  $8,000  and  secures  a  loan  of  $7,000  for  20  years 
on  this  new  construction  through  the  Federal  Housmg  Administra- 
tion. His  monthly  payments  for  principal  and  interest  will  be  $46.20. 
In  addition  to  that  he  would  have  to  pay  F.  H.  A.  insuraiice  premium 
and  the  estimated  one-twelfth  of  hazard  insurance  and  local  taxes. 
At  the  end  of  10  years  the  loan  will  be  paid  down  from  $7,000  to 
$4,350.  Now,  let  us  assume  that  Mr.  A  wants  to  buy  a  new  house. 
His  present  one  is  10  years  old,  and  he  wants  to  have  a  new  home, 
and  let  us  assume  that  he  can  sell  his  property  for  $5,400  to  a  person 

of  lower  income.  .    .  ,  , 

Now,  whether  this  act  passes  or  not,  this  msured  mortgage  may  be 
continued  for  10  years  more  and  be  transferred  to  the  purchaser  m  the 
lower-income  group,  but  his  payments  will  have  to  be  kept  up  to  $46.20 
per  month  for  interest  and  principal  payments,  and  it  may  be  beyond 
his  means  to  meet.  If  he  could  secure  at  that  ponit  a  20->  ear  loan  at 
80  percent  of  $5,400,  or  $4,300,  his  payments  would  be  reduced  to 
approximately  $29  monthly  for  principal  and  hiterest  payments,  and 
in  10  years  the  loan  would  be  reduced  to  approximately  $2,700,  and 
then  a  person  of  the  third  income  group  might  come  along  and  buy 
the  house  on  that  basis. 

I  think  that  in  order  to  insure  normal  sales  of  property,  you  have  to 
continue  this  msurance  on  existing  construction,  because  you  deny, 
if  you  do  not  extend  that  provision  of  the  act,  tlio  opportunity  to 
people  of  these  lower-income  groups  to  buy  a  house  10,  15,  20  years 
old — in  some  sections  older  than  that — my  house  is  100  \ears  old,  and 
I  would  not  part  with  it  for  any  new  one  that  is  available  to  me  today. 

Mr.  Barry.  Is  that  comparable  to  the  used-car  market? 

Mr.  Brigham.  I  think  so,  absolutely  comparable  to  the  used-car 

market. 

Now,  let  us  assume  that  Mr.  B— remember  now,  when  you  start 
with  this  insured  mortgage  for  20  years  you  can  go  through  the  whole 
20  years — let  us  suppose  Mr.  B  has  means  so  that  when  he  purchases 
liis  $8,000  house  he  is  able  to  pay  down  40  percent,  or  $3,200,  and  he 
goes  to  a  bank  and  borrows  the  balance  of  $4,800  at  a  lower  rate. 
He  does  not  need  insurance,  but  at  the  end  of  10  years  he  wants  to 
sell  this  property  to  a  person  in  the  lower-income  group,  and  that  is 
probably  liis  market,  so  he  wants  to  sell  in  order  that  he  may  build  a 
new  house.  This  person  in  the  lower-income  group  who  is  wilUng  to 
pay,  and  can  afford  to  pay,  $5,400  for  tliis  property  and  meet  the 
payments  of  $29  a  month  on  a  $4,300  mortgage,  plus  F.  H.  A.  insurance 
premium,  taxes,  and  fire-insurance  assessments,  is  willing  to  buy  it. 
He  goes  to  the  F.  H.  A.  and  wants  an  80-percent  loan.  The  man 
who  started  with  the  80-percent  loan  can  transfer  Ids  for  the  next  10 
years;  the  man  who  had  money  enough  to  pay  down  and  get  a  bank 
loan  cannot  sell  his  property  because  he  cannot  get  an  insured  loan 
on  existing  construction.  Now,  you  are  keeping  these  people  of  lower- 
income  groups  from  getting  a  better  house  for  the  money  that  they 
can  afford  to  pay  than  they  could  build  at  the  time.  A  used  house, 
like  a  used  automobile,  sells  for  less  money,  and  some  people  can  afford 
nothing  else. 

Mr.  GiFFORD.  On  the  question  of  80-percent  loans,  you  are  very 
familiar  with  the  cooperative  banks  and  their  situation.  Every  one  of 
them  may  have  150,  probably  200,  loans  closed  out.     If  you  foreclose 
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on  them  you  own  them.  An  80-percent  loan  on  a  $4,000  home  leaves 
a  20-percent  eqmty,  one-fifth  of  $4,000,  which  is  $800  Now  vou 
show  them  $200,  or  even  $100,  and  you  can  have  the  home.  '  You 
talk  about  an  80-percent  mortgage;  they  will  take  back  a  mortgage 
any  tmie,  of  coiu^e,  if  they  can  get  $100.  So  the  real-estate  men 
cannot  do  any  busmess.  The  whole  thing  is  overdone.  There  are 
homes  everywhere,  on  every  comer,  at  very  low  prices.  There  is  no 
80-percent  mortgage,  but  just  $100  down.  Come  down  to  Cotuit  and 
1  will  prove  all  that  to  you.  We  have  a  city  there  where  valuations 
have  decreased  by  one-half.  The  mills  are  closed,  and  vacant  tene- 
ments stare  at  you  everywhere. 

But  they  have  just  had  a  housing  proposition  given  to  them,  and  Mr 
btrauss  says  how  kind  he  is  to  me;  that  he  wants  me  to  know  that  they 
have  granted  my  city  a  housing  proposition,  and  I  read  in  my  local 
newspaper  how  they  feel  about  it— the  old  story,  get  the  saw  and 
hammer  gomg  temporarily.  It  is  just  foolish.  My  city  does  not 
need  any  new  houses.  God  knows  they  need  to  fill  up  what  they  have. 
But  here  is  a  vast  enterprise  of  new  houses  going  up.  I  remember 
what  happened  in  1929,  along  in  there,  with  our  banks  taking  these 
80-percent  mortgages.  They  have  in  Massachusetts,  you  know,  the 
cooperative  banks,  and  they  would  take  80-percent  mortgages,  and 
they  had  to  foreclose  on  a  tremendous  number.  But  after  they  own 
them  they  can  make  any  terms  they  will;  there  is  no  law  that  says  they 
must  have  80  percent;  they  own  them  and  can  do  as  they  please  with 
them.     That  is  the  condition  we  are  up  against. 

Mr.  Brigham.  That  is,  you  refer  to  your  own  immediate  locahty? 

Mr.  GiFFORD.  Yes,  certainly.  And  I  want  to  ask  you  about  New 
York— you  say  you  have  taken  so  many— about  the  terrific  fore- 
closure expense  that  has  to  be  paid.  How  do  you  get  around  that? 
Do  you  dodge  those  mortgages  or  do  you  have  our  own  representa- 
tive there?  Even  with  a  $500  foreclosure  fee,  how  do  you  get  around 
that? 

Mr.  Brigham.  Well,  in  New  York,  where  you  have  the  $500  fore- 
closure, we  have  our  own  resident  inspector,  and  we  inspect  that  loan 
before  we  take  it,  even  though  it  is  msured,  and  then  we  are  particu- 
larly careful  about  the  character  of  the  man  who  buys  the  propertv 
and  his  credit  report.  *^ ' 

Mr.  GiFFORD.  Would  you  go  as  far  as  St.  Louis  to  take  a  mortgao-e? 

Mr.  Brigham.  Yes;  we  have  mortgages  in  St.  Louis.  ^ 

Mr  Gifford.  And  you  would  have  a  permanent  representative 
there  looking  it  up? 

Mr.  Gifford.  No;  St.  Louis,  or  the  State  of  Missouri,  has  the  most 
favorable  foreclosure  law,  or  one  of  the  most  favorable,  in  the  United 
States;  and  m  the  State  of  Missouri  we  check  very  carefully  to  see  that 
the  inspectors  of  the  Federal  Housing  Administration  are  giving  us 
accurate  appraisals,  and  then,  as  I  say,  we  have  our  correspondent 
appraiser.     He  is  not  our  own  salaried  man. 

Mr.  Sacks.  Have  you  done  much  business  in  Massachusetts? 

Mr.  Brigham.  Not  a  great  deal.  They  have  got  a  lot  of  money  iu 
Massachusetts,  you  know,  and  are  not  seeking  outside  capital. 

Mr.  Gifford.  We  do  not  need  it  in  Massachusetts. 

Mr.  Barry.  I  think  the  foreclosure  fees  in  New  York  have  been  re- 
duced now  so  that  the  H.  O.  L.  C.  forecloses  for  less  than  $300.  Re- 
femng  to  the  H.  O.  L.  C.  houses,  which  Mr.  Gifford  mentioned,  they 
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are  sold  over  an  amortization  period  of  15  years;  and  if  they  could 
spread  their  payments  over  25  years  for  the  low-income  group,  do  you 
not  think  a  good  many  of  those  who  have  been  foreclosed  would  still 
hold  on  with  a  10-year  extra  spread? 

Mr.  Brigham.  I  think  so.  And  our  experience,  Mr.  Gifford,  with 
the  Federal  Housing  Administration  does  not  bear  out  what  you  state 
is  the  condition  in  your  locality.  We  have  found  that  they  make  a 
pretty  careful  investigation  of  rental  conditions  before  they  conunit 
themselves  on  large  loans  particularly.     Is  this  a  large  project? 

Mr.  Gifford.  I  am  speaking  about  Mr.  Straus  now,  United  States 
Housing,  not  F.  H.  A.     1  am  speaking  about  city  housing. 

Mr.  Brigham.  I  do  not  know  anytliing  about  that. 

Mr.  Gifford.  For  the  sake  of  gettmg  some  saw-and-hammer  work 

done.  .        ^  .  I 

Mr.  Sacks.  In  that  regard,  Mr.  Gifford,  did  not  your  city  officials 

or  State  authorities  or  somebody  ask  for  it? 

Mr.  Gifford.  Yes;  the  city  officials  had  to  ask  for  it  to  get  people 

to  serve  on  the  Housing  Authority  committee.    There  are  so  many 

people  resenting  it,  but  the  city  authorities  felt  that  they  have  got 

to  do  some  tiling. 

Mr.  Sacks.  Are  they  not  elected  officials  of  your  city,  elected  by 

your  people? 

Mr.  Gifford.  Yes;  they  usually  are. 

Mr.  Sacks.  And  in  their  judgment  it  was  a  desirable  thing? 

Mr.  Gifford.  But  their  judgment — I  would  like  to  argue  that  else- 
where. But  that  is  the  problem,  whether  or  not  there  is  a  need  of  this, 
except  as  temporary  work. 

Mr.  Brigham.  I'tlunk  there  is  need  for  it  just  as  much  to  enable 
people  of  low-income  groups  to  own  their  homes,  good,  respectable 
people,  who  have  jobs  that  pay  them  $1,200  to  S2,000  a  year;  and 
they  can  borrow  at  a  comparatively  low  rate  of  interest  enough  money 
to  own  their  home,  and  they  are  going  to  stick  by  that  home  and  try 
to  keep  it.  That  is  our  experience.  Now,  there  will  be  casualties, 
there  will  be  divorces,  families  will  break  up,  and  there  will  be  deaths 
and  illnesses  that  will  throw  heavy  expense  upon  the  family ;  but  our 
experience  with  16  completed  foreclosures  on  5,777  houses,  practically 
all  of  them  owner-occupied,  I  think  is  remarkable.  If  anybody  had 
told  me  when  we  started  4  years  ago  that  we  would  come  out  this  way, 
I  would  not  have  believed  it. 

Mr.  Barry.  Is  it  not  your  experience  hi  the  refinancuig  of  mortgages 
on  existing  buildings,  that  the  passing  on  of  those  homes  to  the  low- 
income  group  results  in  a  considerable  amount  of  niodemization  tak- 
ing place,  which  naturally  creates  employment  and  stimulates 
buildmg? 

Mr.  Brigham.  Practically  every  mortgage  on  existing  construction 
that  is  presented  to  us  with  the  F.  H.  A.  appUcation  has  requirements 
stated  as  to  what  must  be  done  in  repairing  that  house  before  the 
F.  H.  A.  will  insure  the  mortgage.  In  some  cases,  if  the  house  is 
allowed  to  run  down,  those  repairs  are  quite  substantial.  They  are 
all  that  is  necessary  to  put  the  house  in  good  condition. 

Mr.  Barry.  And  that  is  in  practically  every  case? 

Mr.  Brigham.  Wliere  the  house  has  not  been  kept  up 

Mr.  Barry  (mterposing).  But  would  you  say  that  in  the  majority 
of  cases  some  improvement  must  be  done? 
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Mr.  Brigham.  I  should  tliink  so,  speaking  offhand,  without 
investigating. 

Now,  to  close,  I  would  say  that  faihire  to  permit  insurance  on  existing 
construction,  will,  in  my  opinion,  stop  the  normal  sale  of  housing 
from  one  income  group  to  a  lower-mcome  group,  and  will  be  unfair 
to  the  people  of  limited  means  wlio  want  to  purchase  better  houses, 
and  will  defeat  the  purposes  of  the  act. 

Mr.  Williams.  Mr.  Brigham,  do  you  consider  it  sound  policy  for 
the  lending  institutions  to  lend  on  80  percent  of  the  appraised  value  of 
the  property? 

Mr.  Brigham.  Without  insurance? 

Mr.  Williams.  Yes.  .     ,  i  t  1 1 

Mr.  Brigham.  No;  we  would  not  make  that  sized  loan.  It  would 
depend  somewhat  on  the  cycle  that  you  were  in.  If  you  should  start 
with  80-percent  loans  now,  with  the  present  cycle  that  we  are  going 
into,  a  period  of  recovery,  you  would  come  out  better  than  you  did 
with  a  50-percent  loan  in  1926  to  1929. 

Mr.  Williams.  Well,  if  it  is  not  sound  policy  to  make  those  loans 
without  insurance,  is  it  sound  with  the  insurance? 

Mr.  Brigham.  You  have  a  fund  accumulated  in  the  hands  of  the 
Federal  Housing  Administration  to  meet  losses.  Now,  if  we  are  going 
into  a  period  of  recoverv,  of  higher  real-estate  values,  that  fund  will 
accumulate  and  probably  will  be  a  very  sizable  fund,  and  will  be  ready 
to  meet  losses  when  a  period  of  depression  comes. 

Mr.  Williams.  Could  not  the  lending  institution  add  that  premium 
to  their  loan  and  accumulate  a  reserve  to  take  care  of  the  same 

thing?  .  ,      .  11- 

Mr.  Brigham.  No;  as  I  si.id  before,  I  think  our  business,  the  busi- 
ness of  any  one  institution,  would  be  too  small,  and  the  setting  up  of 
an  organization  to  make  the  inspections,  and  so  forth,  would  be  too 

expensive.  ,         ,       .  1 1  ^i 

Mr.  Williams.  But  putting  them  altogether  it  would  cover  the 

field,  would  it  not,  just  the  same? 

Mr.  Brigham.  All  the  lending  institutions? 

Mr.  Williams.  Yes. 

Mr.  Brigham.  Well,  that  would  be  a  pretty  difficult  matter. 

Mr.  Williams.  What  disturbs  me  somewhat  is  to  say  that  it  is 
soimd  policy,  on  one  hand,  and  not  sound  policy,  on  the  other.  In 
other  words,  it  looks  to  me  that  the  lending  institution  is  not  assuming 
the  responsibility  and  the  danger  of  loss,  but  that  is  taken  by  the 

Government.  ,       .,1.1^. 

Mr.  Brigham,  Well,  we  have  175,000  people  with  hfe-msurance 
policies  in  our  company,  and  that  distributes  the  risk  over  that 
number  of  people.  So  we  are  accumulating  reserves  sufficient  to  meet 
any  contingency  that  may  arise.  We  could  not  insure  10  people  or  a 
thousand  people  safely,  because  the  mortaUty  might  be  all  out  of 
line,  and  we  would  be  bankrupt.     The  greater  spread  you  have,  the 

safer  you  are.  .  .     ,  •  •        rr    n 

Mr'.  Williams.  But  I  come  back  to  my  original  proposition:  if  all 
the  lending  agencies  would  make  the  loans,  they  would  cover  the  field 
just  the  same,  would  they  not,  as  they  do  now  with  the  msurance? 
Mr.  Brigham.  Well,  in  the  first  place,  you  would  not  be  permitted 
by  law  to  do  it,  and,  m  the  second  place,  it  would  be  a  tremendous 
job  to  ever  get  the  lending  agencies  together,  and  I  presume  your 
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monopoly  committee  would  be  one  of  the  first  to  call  us  to  account 

for  doing  it. 

Mr,  Williams.  You  were  not  able  to  make  those  loans  on  account 
of  State  laws  before  this  legislation  passed,  were  you? 

Mr.  Brigham.  And  we  had  special  legislation  authonzmg  us  to 
make  them  with  insurance.  1 1  i     1     • 

Mr.  Williams.  And  if  it  was  a  sound  policy  you  could  get  the  legis- 
lation suggested? 

Mr.  Brigham.  You  mean  without  any  msurance? 

Mr.  Williams.  Without  insurance. 

Mr.  Brigham.  I  do  not  think  you  would  have  a  chance  to  get  that 

kind  of  legislation.  o     a    j 

Mr.  Williams.  You  do  not  think  it  would  be  possible  to  get.^     And 

you  do  not  think  you  want  it,  because  you  do  not  consider  it  sound 

poUcy  to  loan  up  to  80  percent?  .    ,    ,  .  ^  i     xi  • 

Mr.  Brigham.  Life  insurance  is  such  a  vital  thing— you  take  this 

175,000  people  with  average  policies  of  a  httle  over  $3,000,  and  it  is 

pretty  vital  to  them,  in  case  of  death  or  old  age,  that  we  are  able  to 

pay  that  insurance.     We  cannot  take  risks. 

Mr.  Williams.  Of  course,  that  is  it,  the  Government  is  taking 

the  risk.  .     .  . 

Mr.  Brigham.  And  providing,  through  its  insurance  premium,  and 
the  organization  that  it  sets  up,  to  see  that  it  does  not  get  loans  below 
a  certain  standard.     It  is  making  provision  to  take  care  of  those  risks. 

Mr.  Williams.  I  understand  that  you  have  over  $27,000,000 
residential  loans  insured? 

Mr.  Brigham.  We  have  that  amount  on  our  books. 

Mr.  Williams.  What  part  of  those  were  made  first  hand,  and  what 
part  of  them  were  bought,  if  any?  . 

Mr.  Brigham.  Practically  all  were  bought  except— that  is,  they 
were  originated  by  correspondents,  with  the  exception  of  those 
originated  in  our  branch  offices. 

Mr.  Williams.  What  do  you  mean  by  ''originated  from  correspond- 
ents?"    Just  illustrate  that. 

Mr.  Brigham.  Well,  a  mortgage  company,  a  bank,  a  real-estate 
company,  and  I  think  we  have  had  two  building  and  loan  associations 
on  our  list  of  correspondent  institutions.  I  do  not  have  the  list  here 
with  me.     I  did  not  come  with  the  idea  of  testifying  about  that. 

Mr.  Williams.  They  are,  in  a  way,  your  agents  out  in  the  field? 

Mr.  Brigham.  Yes. 

Mr.  Williams.  They  get  these  loans.  They  make  the  loans,  for 
instance,  the  bank  or  the  building  and  loan  association? 

Mr.  Brigham.  They  negotiate  them  and  send  them  to  us.  Some 
of  them  would  make  them  for  their  own  portfolio  and  keep  them  if 
we  did  not  take  them,  and  some  of  them  send  them  to  us  and  we  pass 
on  the  papers  before  we  take  them.  They  make  the  collections 
monthly.  We  are  located  in  one  State.  These  mortgages  are  in  26 
States  and  the  District  of  Columbia,  and  it  is  necessary  to  have  some- 
one on  the  spot  to  make  the  collections. 

Mr.  Williams.  Do   you   pay   them  any  brokerage  fee   for   that 

service?  ..        ,       -  ^       t 

Mr.  Brigham.  We  allow  them  three-fourths  of  1  percent  for  the 
service.    We  have  paid  no  premiums  for  loans. 

Mr.  Williams.  And  those  agencies  of  yours  make  separate  inspec- 
tion of  the  property,  do  they? 
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Mr.  Brigham.  They  make  an  inspection  of  the  property. 

Mr.  Williams.  They  make  appraisals  of  the  property? 

Mr.  Brigham.  Yes,  sir. 

Mr.  Williams.  How  does  that  correspond  with  the  appraisal  that 
IS  made  by  the  F.  H.  A.? 

Mr.  Brigham.  In  vahie? 

Mr.  Williams.  Yes.  How  do  they  run  together,  or  is  there  a  wide 
variation  between  those  appraisals  in  different  sections  of  the  country? 

Mr.  Brigham.  I  would  have  to  guess  at  that,  because  I  do  not 
recall  exactly.  They  vary,  but  there  is  not  a  great  variation.  There 
is  some  variation. 

Mr.  Williams.  You  do  not  have  in  mind  the  facts  sufficient  to  give 
us  that  situation  with  reference  to  the  appraisal  by  the  F.  H.  A.  and 
your  own  agents. 

Mr.  Brigham.  No;  I  have  not. 

Mr.  Williams.  As  to  whether  one  of  them  is  higher  or  lower  thaa 
the  other? 

Mr.  Brigham.  I  think  they  might  vary  either  way. 

Mr.  Williams.  In  other  words,  it  has  been  your  experience,  has  it, 
that  there  has  been  a  rather  conservative  appraisal  on  the  part  of  the 
F.  H.  A.  officials? 

Mr.  Brigham.  Yes,  sir;  in  general. 

Mr.  Williams.  How  many  of  these  loans  that  you  have  had,  or 
have  now,  run  below  80  percent  in  valuation  of  the  property? 

Mr.  Brigham.  Well,  I  cannot  answer  that,  except  to  guess.  It 
depends,  I  should  say,  somewhat  on  the  age  and  circumstances  of  the 
borrower  and  the  age  of  the  property.  On  an  existing  loan  they  might 
not  want  to  take  full  80  percent,  and  if  the  man  was  along  in  yeai*s  we 
might  not  want  to  go  so  high. 

Mr.  Williams.  Well,  is  it  a  fact  that  a  substantial  amount  of  these 
loans  that  have  been  made  have  been  within  the  66 ^-percent  limit? 

Mr.  Brigham.  No;  I  think  very  few. 

Mr.  Williams.  Most  of  them  are  above  that. 

Mr.  Brigham.  Yes,  sir. 

Mr.  Williams.  I  think  that  is  all  I  have. 

Mr.  GiFFORD.  I  want  to  ask  one  or  two  questions,  because  we  are 
facing  a  problem  here.  The  New  York  Life  Insurance  Co.  made  a 
loan  of  80  percent  on  a  $2,000,000  property.  Now,  would  your 
agents  find  out  the  principal  and  arclutect,  if  an  architect  himself  and 
a  contractor  himself  made  appUcation  for  $2,000,000,  and  they  bought 
the  land  at  $35,000,  and  then  put  it  in  for  $171,000,  because  the  raw 
land  would  be  so  valuable  whenever  a  house  was  put  on  it,  and  then 
the  fee  of  the  architect  himself  would  be  probablv  10  percent,  would 
it  not? 

Mr.  Brigham.  That  seems  reasonable.     That  would  be  $200,000. 

Mr.  GiFFORD.  That  would  be  $200,000  on  the  $2,000,000  property. 
Then  if  the  contractor  himself  should  go  ahead  and  O.  K.  his  own 
work,  and  a  plumber  gets  paid  by  the  people  who  O.  K.  his  own 
work 

Mr.  Brigham  (mterposing).  May  I  ask  what  that  O.  K'ing  is  on? 

Mr.  GiFFORD.  The  city  has  a  plumber  to  inspect  the  plumbuig  in 
these  buildings,  but  the  plumber  who  did  the  work  inspected  his  own. 
work  and  got  paid  for  it  by  the  city. 
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Mr.  Brigham.  Well,  the  F.  H.  A.  would  also  have  an  inspector — 
resident  inspector — there  to  check  all  this  construction,  and  I  assume 
the  New  York  Life  would  have  another  man  to  inspect  the  property. 

Mr.  GiFFORD.  But  this  is  bemg  done  right  along.  How  can  any- 
body help  it?  Is  it  not  all  right  for  the  architect  to  put  in  and  get  a 
loan  on  his  own  efforts? 

Mr.  Brigham.  Well,  Mr.  Gifford,  you  spoke  to  me  about  that. 

Mr.  GiFFORD.  I  just  hinted  at  it.  When  we  unfold  these  things 
in  their  true  hght  it  is  rather  shocking. 

Mr.  Brigham.  I  understand  this  is  the  situation  with  reference  ta 
that  St.  Louis  loan. 

Mr.  GiFFORD.  Never  mind  the  St.  Louis  loan. 

Mr.  Brigham.  May  I  just 

Mr.  GiFFORD  (interposing).  No;  I  would  rather  put  it  this  way: 
You  be  the  architect  and  I  will  be  the  contractor,  and  we  buy  some 
land  for  $35,000  and  put  it  in  at  $200,000.     Nobody  cares,  apparently. 

Mr.  Brigham.  Did  not  your  act  provide  that  F.  H.  A.  shall  con- 
sider the  value  of  the  land  after  the  improvements  are  put  on  it? 

Mr.  GiFFORD.  No;  the  F.  H.  A.  write  us  that  they  do  not  intend 
to  loan  more  than  cost  of  construction,  but  that  20  percent  should  be 
and  probably  would  be  taken  care  of  in  the  land  and  general  expenses 
surrounding  it. 

Mr.  Sacks.  The  witness  says  he  has  the  facts  on  the  St.  Louis 
loan.     I  think  it  would  be  interesting  to  get  that  in  the  record. 

Mr.  GiFFORD.  If  he  has  the  facts. 

Mr.  Brigham.  As  I  understand  it,  the  St.  Louis  loan  was  the  one 
at  $2,000,000. 

Mr.  GiFFORD.  There  was  another  one,  a  2)^-million  loan. 

Mr.  Brigham.  This  one,  the  figures  I  have,  are  on  the  $2,000,000 
loan,  and  the  amount  insured  was  $1,600,000. 

Mr.  GiFFORD.  How  did  you  happen  to  get  that? 

Mr.  Brigham.  I  was  interested,  because  you  talked  to  me  about 
it  and  I  wanted  to  find  out  about  it.     [Laughter.] 

Now,  we  are  not  only  making  loans  under  section  203  but  under 
section  207,  and  I  am  just  as  much  interested  as  you  are  to  have 
this  done  right  because  we  are  putting  our  money  in.  As  I  imder- 
stand,  the  insurance  company  put  in  $1,600,000  into  that  loan. 

Mr.  GiFFORD.  The  life-insurance  company. 

Mr.  Brigham.  They  have  first  claim  on  that  property.  Now, 
there  was  $400,000  made  up  as  follows:  Tliis  land  value  you  mentioned, 
the  architect's  fees,  $125,000  in  cash,  and  $45,000  on  the  improve- 
ments to  the  approaches. 

Mr.  GiFFORD.  Did  you  look  up  where  the  cash  came  from? 

Mr.  Brigham.  No;  I  do  not  care  where  it  came  from,  because  all 
these,  this  $400,000,  is  a  secondary  claim  on  this  property. 

Now,  let  us  look  at  the  position  of  the  Government.  The  New 
York  Life  can  turn  that  property  over  to  the  Government  for  98 
percent  of  its  $1,600,000  if  the  loan  becomes  delinquent.  Now,  the 
Government  gets  the  New  York  Life  investment  of  $1,600,000,  less 
2  percent,  and  these  other  claims  are  secondary.  These  people — the 
architect  has  got  to  have  pay  in  order  to  live.  This  land  is  worth 
something,  but  they  do  not  get  anything  for  it  unless  the  loan  is  a 
success .    All  they  ge  t  is  stock . 
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Mr.GiFFORD.  You  are  interested  in  this  propertj? 

Mr  Brigham.  I  am  interested  in  these  section  207  loans.  We 
have  a  commitment  of  $15,000,000  in  them,  and  we  l^^ve  sent  our  own 
inspector  to  visit  these  sites,  and  we  have  checked  up  the  plans,  and 
we  are  satisfied  that  the  F.  H.  A.  is  doing  a  good  job  on  it. 

Mr  GiFFORD.  You  are  satisfied  with  land  that  cost  $35,000  to 
$40,000,  to  put  it  in  at  $171,000?     That  is  all  right? 

Mr.  Brigham.  WeU,  that  would  depend  on  circumstances.  I  think 
if  the  builder  of  one  of  these  projects  goes  out  and  buys  land  by  the 
acre  and  puts  on  these  improvements  you  have  got  to  have  roads  con- 
structed, you  have  got  to  have  water  and  sewer  connections,  and  you 
have  got  to  landscape  this  land. 

Mr.  GiFFORD.  That  comes  in  the  specifacations.  ,  .    ^i    .  • 

Mr  Brigham.  The  point  is,  Mr.  Gilford,  that  that  land  m  that  im- 
mediate vicinity  appreciates  in  value  because  you  have  got  a  develop- 
ment there.  In  New  York  State,  as  I  understand  it,  a  law  has  been 
passed  permitting  insurance  companies  to  mvest  a  certain  Ppportion 
of  their  assets  in  housing,  and  one  insurance  company,  accordm|^to  the 
press  reports,  is  going  to  put  $50,000,000  mto  structures  of  this  kind. 
They  have  got  to  pay  the  architect.  They  have  got  to  buy  the  land. 
They  have  |ot  to  put  in  this  cash,  and  they  have  no  msurance  Now, 
I  think  the  Government's  position  is  a  great  deal  bfter  than  the  posi- 
tion of  an  insurance  company  that  operates  mider  that  New  York  law 

Mr.  Sacks.  Mr.  Brigham,  assuming  that  this  land  is  P^rch^^^d  at 
$35,000,  and  was  put  in  at  $171,000,  if  there  was  ^  loss^^^oc^X^^^ 
ment  would  then  take  over  the  property  at  $1,600,000  less  the  2 

percent? 

Mr.  Brigham.  Yes,  sir.  .         ^i    i.  •*  au   i     ^ 

Mr  Sacks.  And  would  have  the  land  thrown  in,  so  that  if  the  land 
is  only  worth  $35,000  it  would  not  make  any  difference.^ 

Mr  Brigham.  They  would  get  the  architect's  fees  for  nothmg. 

Mr  Sacks.  They  would  get  the  architect's  fees  for  nothing. 

Mr!  Brigham.  I  do  not  believe  anybody  can  lure  an  architect  for 

""IS:  GiFFORD.  I  think  that  is  probably  right.     I  think  I  would  like 

**^Mr.'BRiGHAM.  We  would  like  to  have  you  for  a  sponsor,  Mr. 

%Tgifford.  But  I  want  to  ask  you  this:  we  should  ^ot  be  sus- 
picious; we  should  not  look  at  these  t  ungs  m  that  way.  l^yen  it 
architects  and  builders  were  constantly  doing  these  things  as  patriotic 
citizens,  they  would  naturally  be  suspected,  woidd  they  not^ 

Mr.  Brigham.  Well,  architects  may  have  ^^^^h  ma  project  and 
they  get  stock,  and  if  it  is  a  successful  enterpnse  that  stock  is  going 
to  be  valuable  to  them.  ^.^^  nnn 

Mr.  Sacks.  It  might  be  worth  the  $400,000. 

Mr.  Brigham.  Yes;  and  more  too.    ^^     ^  .  ^  _  ,  ^  ,^^ 

Mr.  GiFFORD.  But  the  trouble  is,  Mr  Bngliam,  I  am  not  only 
asking  these  things  because  of  the  facts  about  it,  but  they  are  carried 
on  in^places  that^xre  already  overbuilt,  where  the  saw  and  hammeT  is 
not  needed  and  is  not  going.  That  is  where  this  movement  generaUy 
comes  to,  to  get  somebody  at  work  where  it  is  ^^'^flfl^^^^^^^ 
In  the  St.  Louis  case  that  I  spoke  of,  the  evidence  we  have  is  that  it 
is  ab-eady  overdone  there.  The  real-estate  board  knows  that,  ol 
course. 


1% 


'I 


k 


* 


AISIENDMENTS  OF  1939  TO  XATIONAL  HOUSING  ACT  211 

Mr.  Brigham.  Well,  I  do  not  know  about  St.  Louis,  because  we 
do  not  have  any  project  there;  but  where  we  have  committed  our- 
selves on  large  loans  we  have  been  satisfied  by  examining  the  records 
of  the  F.  H.  A.  office  that  they  have  made  a  pretty  thorough  investi- 
gation of  rental  conditions  in  the  area,  and  they  have  not  committed 
themselves  until  they  are  satisfied  that  their  properties  will  rent  for 
enough  to  pay  the  service  on  the  loan  and  leave  a  margin. 

Mr.  Sacks.  Have  you  read  any  statistics  lately  as  to  whether  or 
not  in  this  country  there  is  an  overproduction  of  houses? 

Mr.  Brigham.  I  have  read  all  kinds  of  statistics. 

Mr.  Sacks.  I  mean  from  your  viewpoint  and  investing  in  real  estate 
you  must  have  checked  up  in  areas  in  which  you  lend,  and  have  you 
found  many  areas  where  there  is  overproduction? 

Mr.  Brigham.  There  are  some  areas. 

Mr.  Sacks.  Have  you  checked  St.  Louis? 

Mr.  Brigham.  No. 

Mr.  Sacks.  Do  you  have  many  loans  there? 

Mr.  Brigham.  All  we  have  in  St.  Louis  is  a  small  number  of  203 

housing  loans. 

Mr.  Barry.  Mr.  Brigham,  you  cover  a  number  of  States  m  your 
activities,  and  I  assume  you  are  famiUar  with  the  fact  that  there  are 
States  where  the  mortgage  moratorium  was  in  force? 

Mr.  Brigham.  Delaware. 

Mr.  Barry.  Do  you  not  think  that  when  the  moratorium  period 
has  expired  the  refinancing  of  those  properties  is  going  to  be  a  serious 
problem?  If  the  people  in  New  York  State  have  to  pay  the  principal, 
do  you  not  think  it  will  be  important  than  to  have  an  F.  H.  A.  agency 
that  will  come  into  the  picture,  protecting  the  market? 

Mr.  Brigham.  Yes;  I  think  that  is  true. 

Mr.  Sacks.  That  would  be  a  good  reason  for  the  continuance  of 
insuring  existing  mortgages? 

Mr.  Brigham.  Yes,  sir. 

Mr.  WoLCOTT.  That  contemplates,  Mr.  Brigham,  the  continuance 
of  insurance  on  existing  loans? 

Mr.  Brigham.  Yes,  sir. 

Mr.  WoLCOTT.  That  you  are  in  favor  of? 

Mr.  Brigham.  Yes,  sir. 

Mr.  WoLCOTT.  Do  you  countenance  the  writing  up  of  vacant 
acreage  400  percent  as  a  means  of  contributing  to  the  20  percent 
required  under  the  act? 

Mr.  Brigham.  Well,  as  I  understand  the  act,  it  requires  the  Federal 
Housing  Administration  to  take  into  account  what  the  value  would 
be  after  these  improvements  are  put  on. 

Mr.  WoLCOTT.  Well,  assume  that  a  clerk  in  the  office  of  the  pro- 
motion concern  buys  a  piece  of  property  for  $70,000,  a  vacant  piece 
of  property.  The  next  day  she  resells  it  to  her  boss  for  $300,000. 
Do  you  countenance  that  practice  in  respect  to  F.  H.  A.  insured  loans. 

Mr.  Brigham.  I  would  not  think  that  was  desirable  practice. 
I  should  think  that  if  it  was  bought  for  $70,000,  the  purchaser  had 
better  state  what  he  paid  for  it  and  not  try  to  camouflage  the  oper- 
ation. ... 

Mr.  WoLCOTT.  Assuming  that  an  individual  home  owner  has  a  lot 
in  an  urban  or  suburban  locaUty  for  which  he  paid  $74,000,  do  you 
think  he  would  be  justified  in  writing  that  up  for  the  purpose  of 
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offsetting  the  20  percent  which  he  is  required  to  put  hi  against  this 
loan? 

Mr.  Brigham.  No;  I  should  tliiiik  it  would  depend  upon  what  the 
value  of  lots  was  in  that  locaUty. 

Mr  WoLcoTT.  Well,  in  the  example  I  used,  assume  that  he  paid 
the  value  of  the  property  blank  hundred  dollars. 

Mr.  Brigham.  At  the  time? 

Mr.  WoLCOTT.  Yes. 

Mr.  Brigham.  And  other  lots  were  selling 

Mr.  WoLcoTT  (interposing).  For  a  Hke  amount. 

Mr.  Brigham.  Sometimes  people  have  to  sell  lots  to  get  out  what 
money  they  can. 

♦i,-^^*  ^^i,^^'^'^-  Assuming  that  he  paid  the  value  of  the  lot,  do  you 
thmk  the  F.  H.  A.  should  countenance  an  individual  owner  writing 
up  the  value  of  his  lot  300  percent  and  using  that  against  the  20  per- 
cem  1 

Mr.  Brigham.  If  that  was  a  fair,  normal  value  for  land  in  that  local- 

^%€  T       ^^^  ^^  ^^^^^  ^^  ^^  "^  ^^  ^^^  ^^^^>  normal  value. 

Mr.  WoLcoTT.  You  are  evading  my  question. 

Mr.  Brigham.  No,  sir. 

Mr.  WoLcoTT.  I  am  assuming,  for  the  purpose  of  the  question,  say, 
that  $600  m  the  first  instance  is  a  fair  value.  He  paid  that— it  does 
not  make  any  difference  what  the  amount  is— and  he  writes  it  up  300 
percent  for  the  purpose  of  putting  the  property  in  against  this  20- 
percent  requirement.  Do  you  contenance  that  practice  on  the  part 
of  mdividuals?  ' 

Mr.  Brigham.  I  should  say  from  our  point  of  view  that  we  would 
send  an  inspector  who  would  canvass  the  value  of  land  in  that  locahty, 
and  we  would  put  on  the  value  of  the  land  what  lots  were  selling  for 
normally  m  the  locahty. 

Mr.  WoLCOTT.  All  right.  Now,  assume  that  you  come  m  before 
he  ever  buys  the  lot,  and  you  find  that  this  lot  is  worth  $600,  and  he 
pays  that  amount. 

Mr.  Brigham.  When  we  made  our  appraisal  we  would  put  the  land 
m  at  $600. 

Mr.  WoLCOTT.  Do  you  countenance  his  writmg  that  up  to  $1,800 
for  the  purpose  of  avoiding  this  20-percent  down  payment? 

Mr.  Brigham.  That  is,  the  owner? 

Mr.  WoLCOTT.  Surely  you  do  not  mean  that? 

Mr.  Brigham.  The  owner? 

Mr.  WoLCOTT.  Yes;  the  owner. 

Mr.  Brigham.  No;  I  would  not  countenance  that. 

Mr.  WoLCOTT.  Why  do  you  countenance  it,  then,  in  respect  to 
these  building  units?  What  difference  is  there  between  counte- 
nancmg  It  on  the  part  of  a  multiple-dwelling  project  and  an  mdividual 
^^V/^^^l        ^^  ^^  mvestment.     He  gets  a  return  from  the  mvestment. 

Mr.  Brigham.  Well,  the  multiple-dwelling  project  is  a  large  project, 
bome  of  them  have  5  acres  of  land  in  them. 

Mr.  WoLCOTT.  What  difference  is  there  in  principle? 

Mr.  Brigham.  There  is  a  lot  of  difference,  because  you  put  a  develop- 
ment of  that  kmd  in  a  locality,  and  you  have  raised  land  values  m 
that  locahty. 

Mr.  WoLCOTT.  If  I  mvest  $5,000  or  $6,000  in  a  home,  that  is  just 
as  much  an  investment  for  me  as  though  I  invest  $5,000  m  bonds 
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incident  to  the  erection  of  an  apartment  house.  I  cannot  see  the 
distinction.  In  fact,  I  think  there  is  a  distinction  in  favor  of  the 
individual  home  owner,  because  there  is  a  certain  sentimental  value 
connected  with  that  home  which  is  built  which  is  not  apparent  in 
connection  with  the  bonds  which  are  purchased. 

Mr.  Brigham.  After  this  large  development  was  put  on  and  com- 
pleted and  in  operation,  if  you  tried  to  buy  some  land  adjacent  to  it 
at  the  price  these  original  purchasers  paid,  I  do  not  believe  you  could 
do  it. 

Mr.  WoLcoTT.  I  have  had  some  experience  along  this  line,  and  I 
do  know,  and  you  know — of  course,  we  all  know — that  a  lot  alongside 
of  a  house  that  has  just  been  built,  a  new  house,  does  not  raise  300 
percent  in  value. 

Mr.  Brigham.  It  raises  it  some. 

Mr.  WoLcoTT.  It  raises  some,  to  be  sure,  but  it  does  not  raise  300 
percent  in  value. 

Mr.  GiFFORD.  Can  I  give  this  illustration:  I  own  a  block  of  land. 
We  have  a  store  and  a  movie  and  a  clubroom  overhead — the  general 
thing  in  a  small  community.  It  pays  a  fairly  good  rental.  The  value 
of  the  lot  next  to  us,  which  I  also  own,  has  just  been  killed.  Not  even 
a  resident  wants  to  build  beside  that  store,  and  certainly  there  is  no 
room  for  any  more  stores.  That  land  is  valueless.  These  letters  that 
I  have  in  my  files  from  St.  Louis  say  that  a  large  apartment  house  in 
that  neighborhood  has  driven  out  a  certain  class  of  people  who  would 
go  there. 

Mr.  Brigham.  I  can  iinagine,  of  course,  that  building  would  ad- 
versely affect  land  in  the  vicinity  sometimes,  but  a  large  development 
would  bring  community  stores,  if  it  was  large  enough,  and  I  should 
think  lead  to  quite  a  development  in  the  area,  better  roads,  sewer 
connections,  and  all  those  things. 

Mr.  WoLcoTT.  Mr.  Brigham,  have  you  made  any  survey  as  to  when 
we  might  reach  the  saturation  point  in  home  building  if  we  keep  up 
our  present  stride?  I  have  been  told  of  some  projects  built  recently 
where  there  are  over  100  brand  new  homes  that  are  not  occupied 
because  they  cannot  rent  them.  We  were  told  here  yesterday  that 
Detroit  is  very  much  overbuilt.  From  my  observation  I  would  con- 
jecture that  the  District  of  Columbia  and  surrounding  territory  is 
becoming  very  much  overbuilt  and  somebody  is  going  to  take  an 
awful  wallop  one  of  these  days.  I  have  not  made  any  survey  of  it, 
but  I  would  conjecture  that  that  is  true,  from  my  observation.  Have 
you  made  any  survey  at  all  with  respect  to  the  situation? 

Mr.  Brigham.  We  take  into  consideration,  when  we  go  into  a  place, 
what  the  economic  condition  is,  whether  it  is  stable  or  not. 

Mr.  WoLcoTT.  I  mean,  have  you  made  any  survey  of  the  country 
at  large? 

Mr.  Brigham.  No;  not  the  entire  country.  We  take  the  cities 
where  we  make  loans.     In  Detroit  we  have  made  no  loans. 

Mr.  WoLcoTT.  What  is  your  situation  in  Cahfornia,  where  I 
understand  about  20  percent  of  the  F.  H.  A.  mortgage  loans  have 
been  made? 

Mr.  Brigham.  We  have  very  few  in  Cahfornia. 

Mr.  WoLCOTT.  Have  you  made  any  surveys  there  to  determine  the 
need  for  additional  homes? 

Mr.  Brigham.  In  two  or  three  cities  we  have  made  surveys. 


ft 


II 

I 


214  AMENDMENTS  OF  1939  TO  NATIONAL  HOUSING  ACT 

Tr^^^i^^T^'-^.''^''  ^^""^  >'^"  ^Ws  information  about  Philadelphia. 
1  Qnn  •  T-P*^?  last  year,  1,900  new  homes  were  built  and  there  were 
1  300  existmg  homes  demolished.  Now,  there  was  only  a  spread  of 
600  homes.     That  is  the  situation  in  Pliiladelphia.     There  were  1 ,900 

^^  w  ^  '^^'  ^^X^^^'r^  '''^^^  1^3^^  *«  «ffs^<^  it  that  were  demohshed. 
.,,?fr  WoLcoTT.  What  I  am  getting  at  is  whether  you  have  an  ac- 
curate picture,  as  a  whole,  to  determine  whether  there  is  any  justifica- 
tion for  mcreasmg  the  authorization  of  the  Federal  Housing  Adminis- 
tration. Ihey  have  come  in  here  and  asked  us  to  increase  their 
authonzation  from  3  biUion  to  6  billion,  claimmg  that,  tliis  year  they 
would  do  twice  the  amount  of  business  that  thev  did  last  year,  and 
next  year  they  would  do  twice  the  amount  of  business  they  will  do 
this  year,  and  they  conjecture  that  6  bilhon  will  be  their  ceiUnff  mth- 
fAjf'T"  "%^^y  5?efi%te  information  concerning  it.  Now  of  course, 
if  they  keep  doubhng  their  business  during  the  next  few  years,  they 
are  bound  to  reach  the  saturation  pomt  somewhere,  and  I  wonder  if 
you  have  made  any  survey  as  to  the  needs  of  new  construction  through- 
tids  authorization ^^'^^^  ^  "^  ^^^^  ^"^  "^  ^"^  whether  we  should  inciease 

Mr.  Brigham  Not  throughout  the  United  States.  I  should  say 
generally  it  would  depend  on  the  economic  conditions  in  the  future 
If  you  have  recovery,  there  are  a  lot  of  people  in  this  country  who  want 
better  homes,  and  if  they  have  the  means  to  buy  them— second-owner- 
snip  bomes,  third-ownership  homes,  or  new  construction— they  will 
buy  tbem.  If  they  are  out  of  work  and  do  not  have  the  means,  then 
they  will  get  along  with  what  they  have,  perhaps  double  up— a  lot  of 
families  double  up. 

Mr.  WoLCOTT.  That  being  the  case,  if  their  economic  situation  was 
such  as  to  warrant  it,  they  would  build  regardless  of  whether  they  got 
an  msured-mortgage  loan,  would  they  not? 

Mr.  Brigham.  They  would  build  a  great  deal  more  if  they  could 
get  an  insured  mortgage,  because  they  would  not  have  to  pay  so  much 
for  their  money. 

.  Mr.  WoLcoTT.  Is  not  this  true,  that  building  usually  follows  an 
mcrease  of  employment  due  to  an  upturn  in  busmess,  but  never 
precedes  it? 

Mr.  Brigham.  WeU,  I  do  not  have  the  data  to  answer  your  question 
accurately.     It  might  be  so. 

Mr.  WoLcoTT.  WeU,  unless  a  man  is  convinced  he  is  gomg  to  be 
able  to  naeet  his  payments  he  is  not  going  to  build  a  new  home,  and  he 
will  not  be  able  to  meet  his  payments  unless  he  has  a  job,  and  unless 
business  conditions  are  good  there  is  no  assurance  that  he  is  going  to 
have  a  job.     That  is  all  true,  is  it  not? 

Mr.  Brigham.  A  man  has  to  pay  rent  if  he  has  quarters.  Now  if 
He  can  buy  a  home  and  pay  just  about  what  he  can  afford  to  pay  for 
rent,  for  his  mterest,  and  his  amortization  payments,  plus  his  taxes 
and  msurance,  he  would  rather  buy  a  home— and  the  F.  H.  A.  gets 
the  monthly  payments  down  to  about  that  figure.  Now,  we  do  not 
make  a  loan  to  the  man  whose  monthly  payment  exceeds  what  we 
tfiuik  his  income  will  permit  him  to  pay  without  undue  sacrifice. 

Mr.  WoLcoTT.  WTiat  about  his  depreciation,  repairs? 

Mr.  Brigham.  Those  he  will  have  to  make  himself. 

Mr.  WoLcoTT.  Do  you  not  think  he  should  take  that  into  considera- 
tion when  he  makes  the  loan? 
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Mr.  Brigham.  A  lot  of  these  people  paper  their  own  rooms,  do  their 
own  painting,  do  their  own  repair  work. 

Mr.  WoLCOTT.  A  lot  of  them  do,  but  1  do  not,  and  you  probably  do 
not,  and  1  think  probably  80  percent  of  the  home  owners  do  not  do 
that.  If  I  started  in  to  paper  a  room  1  hate  to  think  what  the  result 
would  be. 

Mr.  Brigham.  W'ell,  you  are  in  the  higher-income  group. 

Mr.  W^OLCOTT.  At  present  I  am — but  I  am  not  so  sure  about  that 
either.  [Laughter.]  Gross,  perhaps,  but  net  I  consider  myself  m  the 
extremely  low-income  group;  and  if  I  knew  how  to  paper  a  room  I 
probably  would  do  it;  but  I  do  not  know  how  to  do  it,  and  I  tliiiik  I 
am  situated  the  same  as  80  percent  of  the  other  home  owners  are; 
and  when  I  buy  a  home  1  anticipate  that  in  the  course  of  a  few  years 
there  must  be  repairs  to  that  home.  If  I  do  not  think  I  can  meet  those 
repairs  and  pay  for  them  when  they  become  due,  that  is  not  tlie  thing 
for  me  to  do,  is  it?  I  know  homes  in  my  home  town,  very  desirable 
five-room  bungalows,  which  are  always  in  demand  for  a  man  and  his 
wife  and  perhaps  one  or  two  children.  Those  five-room  bungalows 
are  profitable  homes  m  the  Middle  West.  They  rent  at  $20  to  $35  a 
month.  The  owner  at  the  present  tune  gets  a  return  of  about  1 
percent  on  his  investment.  Surely  it  is  advisable  for  a  man  in  the 
low-income  brackets  to  rent  a  house  for  $20  or  $25  a  month  without 
any  obligation  to  maintain  the  property  than  it  is  to  make  a  down 
payment  and  pay  these  monthly  amortization  payments,  is  it  not? 

Mr.  Brigham.  Well,  that  would  depend  a  little  on  the  basis  of 
the  individual.  Personally,  I  would  not  be  happy  in  a  home  that 
someone  else  owned. 

Mr.  WoLCOTT.  That  is  why  I  am  so  anxious  about  this  saturation 
point,  because  when  we  reach  the  saturation  point  there  is  going  to  be  a 
decrease  in  demand  for  houses,  and  I  think  we  had  better  take  into 
consideration  that  all  of  this  indebtedness  that  we  are  creating  must  be 
Uquidated  in  some  form  or  other.  If  it  is  not  liquidated  by  the  home 
owner  keeping  up  his  payments,  then  the  Federal  Government  has 
got  to  liquidate  that  loan,  and  there  is  a  potential,  contingent  liabiUty 
here  which,  frankly,  I  am  very  much  alarmed  about. 

Mr.  Brigham.  Well,  I  have  recited  our  experience  out  of  5,770 
loans,  16  foreclosures  and  13  that  have  been  entirely  completed. 
We  have  $68,000  in  debentures. 

Mr.  WoLCOTT.  Wliat  woidd  happen  to  the  real-estate  market  if 
the  Government-bond  market  had  dropped  off  2  percent  with  the 
calling  of  bank  loans? 

Mr.  Brigham.  Wlxat  would  happen  to  us? 

Mr.  WoLcoTT.  Wliat  would  happen  to  the  real-estate  market? 

Mr.  Brigham.  If  the  Government-bond  market  went  down  2 
percent? 

Mr.  WoLcoTT.  Yes. 

Mr.  Brigham.  I  would  not  say  it  would  affect  it  materially. 

Mr.  WoLcoTT.  But  we  say  that  it  will  affect  it  materially.  This 
is  a  broader  picture  than  merely  the  construction  of  homes.  The  loan 
that  that  home  owner  might  have  in  his  bank  would  immediately  be 
called.  To  offset  that  he  would  not  have  the  wherewithal,  and  we  are 
told  that  a  drop  of  10  percent  in  the  value  of  Government  bonds 
wovdd  break  every  bank  in  this  country  because  of  their  excessive 
holdings.  That  situation  does  dovetail,  and  we  have  got  to  take  it  into 
consideration. 
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Mr.  Brigham.  Kow  could  the  borrower  on  an  insured  loan  be 
asked  to  pay  it  off? 

Mr.  WoLcoTT.  He  has  to  meet  his  payments.  If  he  could  not 
meet  his  payments  the  Government  would  have  to  take  it,  and  it 
would  affect  the  real-estate  market,  it  would  affect  all  markets.  If 
we  went  into  a  slump,  as  we  did  in  1929  and  1930,  when  real-estate 
values  went  down  so  that  you  could  buy  ahnost  any  piece  of  property 
for  any  amount  you  wanted  to  pay  for  it,  where  would  the  Government 
be  sitting? 

Mr.  Brigham.  Well,  that  depends  on  when  it  comes.  If  it  came 
10  years  later 

Mr.  WoLcoTT  (interposing).  It  has  been  our  experience  that  it 
comes  more  often  than  once  every  20  years,  except  when  we  have 
a  war  to  bolster  it  up. 

Mr.  Brigham.  If  this  insurance  fund  runs  into  a  very  large  figure, 
the  Government  has  got  the  money  to  offset  any  losses. 

Mr.  WoLcoTT.  What  money  has  the  Government  got  to  offset 
any  losses? 

Mr.  Brigham.  By  collecting  this  insurance  premium  from  all  these 
borrowers. 

Mr.  WoLCOTT.  Now,  Mr.  Brigham,  you  apparently  have  not  gone 
into  this  question  very  thoroughly,  because  it  has  been  shown  here 
by  the  testimony  of  F.  H.  A.  officials  that  the  administrative  costs 
of  the  F.  H.  A.  greatly  exceed  the  amount  which  they  are  recei\dng 
as  premiums,  so  they  have  virtually  no  insurance  fund  to  offset  these 
losses. 

Mr.  Brigham.  This  is  a  new  project,  and  of  course  it  costs  money 
to  set  up  a  new  project. 

Mr.  WoLCOTT.  Of  course,  it  does.  Is  your  company  loaning  on 
the  assumption  that  there  is  being  created  an  insurance  fund  to  take 
care  of  losses? 

Mr.  Brigham.  Not  entirely,  but  that  is  an  element. 

Mr.  WoLCOTT.  Does  that  influence  you  at  all? 

Mr.  Brigham.  To  some  degree,  yes. 

Mr.  WoLCOTT.  To  what  degree? 

Mr.  Brigham.  It  is  not  material,  as  far  as  the  value  of  the  deben- 
tures is  concerned,  but  that  is  the  first  obligation  on  that  insurance 
fund. 

Mr.  WoLCOTT.  Is  it  not  true  that  you  do  not  take  into  consider- 
ation at  all  any  fund  which  the  Government  is  setting  up,  but  you 
do  know  that  the  Government  is  responsible,  regardless  of  where  it 
gets  its  money,  and  will  pay  these  losses? 

Mr.  Brigham.  Yes. 

Mr.  WoLcoTT.  That  is  the  answer  to  it.  You  are  not  interested 
in  the  insurance  fund  as  an  investor.  You  are  not  interested  in  the 
insurance  fund,  but  you  know  that  the  Government  guarantees  these 
mortgages  and  that  the  Government  is  going  to  meet  those  obliga- 
tions, even  if  it  h«s  to  sr.crific?  the  credi^  of  the  United  States  to  pay 
them,  do  you  not? 

Mr.  Brigham.  Yes,  but  I  think  that  if  the  F.  H.  A.  continues  and 
is  successful,  the  insurance  fund  in  a  period  of  normal  times  is  going 
to  amount  to  quite  some  money.. 

Mr.  WoLCOTT.  What  would  you  think— have  you  made  any  study 
as  to  what  would  be  an  adequate  insurance  premium  to  cover  potential 
losses? 
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Mr.  Brigham.  No.  .       «,  .      « 

Mr.  WoLCOTT.  Do  you  think  a  quarter  of  1  percent  is  sufficient? 
Mr.  Brigham.  No;  I  think  one-half  of  1  percent  is  fair. 
Mr.  WoLCOTT.  What  do  you  base  that  on?    You  say  you  have 
made  no  study  of  it.     How  can  you  say  that  one-half  of  1  percent  is 

sufficient?  .  ,     ,     i    • 

Mr.  Brigham.  You  cannot  make  any  actuarial  calculations,  because 
you  do  not  know  what  the  economic  conditions  are  going  to  be. 

Mr.  WoLCOTT.  Can  anyone  make  actuarial  calculations? 

Mr.  Brigham.  I  do  not  think  so. 

Mr.  WoLCOTT.  That  is  all  guesswork? 

Mr.  Brigham.  Yes. 

Mr.  WoLcoTT.  So  we  are  just  going  along,  assummg  that  nobody 
knows  where  they  are  going  on  this  proposition? 

Mr.  Brigham.  You  can  tell  by  experience  as  it  develops  from  year 

to  year.  . 

Mr.  WoLcoTT.  We  have  had  4  years'  experience  and  have  gone  m 

the  hole. 

Mr.  Brigham.  Well,  you  have  had  your  initial  expense  in  settmg 

up  your  organization. 

Mr.  WoLCOTT.  The  R.  F.  C.  loaned  them  the  money  for  that  pur- 
pose, and  they  have  not  paid  the  R.  F.  C.  back.  I  am  told  by  good 
authority  that  the  Reconstruction  Finance  Corporation  loaned  them 
the  money  to  set  up  this  outfit  and  they  have  not  paid  the  R.  F.  C. 
hack 

Mr.  Brigham.  It  costs  quite  a  lot  of  money  to  set  up  an  organ- 
ization. , .  1   . 

Mr.  WoLCOTT.  Of  course  it  does,  and  do  you  not  think  it  should  be 
standing  on  its  own  feet,  the  same  as  your  insurance  companies? 

Mr.  Brigham.  I  think  it  will. 

Mr.  WoLcoTT.  When? 

Mr.  Brigham.  I  do  not  know. 

Mr.  WoLCOTT.  Well,  we  do  not  either. 

Mr.  Ford.  Mr.  Wolcott,  if  this  insurance  company  were  called  on 
today  to  meet  all  of  its  poUcies  it  could  not  do  it,  could  it?  No  other 
insurance  company  in  the  country  could. 

Mr.  Wolcott.  How  much  of  a  loss  has  F.  H.  A.  sustained  right 
now,  without  going  into  the  Treasury  of  the  United  States? 

Mr.  Ford.  Well,  consider 

Mr.  W^OLCOTT  (mterposing).  How  much?  Tell  us  how  much,  if 
you  know. 

Mr.  Ford.  I  do  not  know  how  much.    Can  you  tell  us? 

Mr.  Wolcott.  $17,000,000,  I  think,  is  the  figure. 

Mr.  Ford.  And  they  have  taken  over  the  property  to  offset  that. 

Mr.  Wolcott.  They  have  got  $1,700,000,000  of  contingent  Ua- 
bihties.  If  anything  happened  to  this  real-estate  market,  that  $17,- 
000,000  would  go  mighty  quick. 

Mr.  Ford.  What  is  the  basis  for  something  happening  in  the  real- 
estate  market?    Now,  let  me  give  you  a  picture  of  that. 

Mr.  Wolcott.  Can  you  assure  us  that  nothing  is  going  to  happen 
to  the  real-estate  market? 

Mr.  Ford.  I  do  not  think  much  more  can  happen  to  it  than  what 
has  already  happened,  considering  its  present  situation.  In  1929 
there  was  a  drop  of  pi-obably  50  to  60  percent  in  values.  Now  we 
are  operating  on  that  basis,  that  low  basis;  and  at  thp,  present  time, 
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with  all  of  this  F.  H.  A.  building  that  has  been  going  on,  I  cannot  find 
in  my  section  of  the  country— where  the  booms  are  most  likely  to  appear 
and  real  estate  go  up— I  cannot  find  that  real  estate  has  appreciated  to 
any  material  extent.  It  is  about  on  the  normal  with  1932.  When  you 
sell  a  piece  of  property  you  get  just  about  the  same  for  it  as  you  did 
then  and  not  much  more.  So  there  has  been  no  boom  and  this  is  not 
tending  to  make  a  boom.  There  may  be  in  one  or  two  httle  isolated 
sections,  but  as  a  general  thing  over  the  country  the  realty  market  is 
stable,  and  I  think  any  man  that  has  made  a  study  of  the  national 
real-estate  market  will  come  to  that  same  conclusion,  that  there  is 
no  appreciable  rise  in  property  values  that  is  of  a  dangerous  character 
over  the  country. 

Mr.  Sacks.  Furthermore,  under  the  F.  H.  A.  plan,  if  a  slump  does 
come,  the  effect  would  not  be  as  great  as  it  would  be  in  the  hands  of 
private  individuals,  because  there  the  obligation  could  not  be  met 
because  the  rate  would  be  too  high,  because  here  they  take  into  con- 
sideration the  earning  power  of  the  individual  in  fixing  the  payments. 
Mr.  Gore.  Did  I  understand  you  to  say  just  now  that  from  the 
wealth  of  yoiir  experience  you  are  of  the  opinion  that  one-half  of  1 
percent  premium  would  be  suflBcient  to  create  a  reserve  to  protect 
against  any  future  hazards? 

Mr.  Brigham.  I  think  that  has  got  to  be  developed  by  experience. 
In  a  normal  real-estate  market  over  a  period  of  years  you  accumulate 
quite  a  large  sum  of  money  at  one-half  of  1  percent.  If  you  strike 
a  depression  and  real  estate  values  go  down,  it  may  not  be  enough. 
Nobody  can  tell.  I  think  you  have  got  to  develop  that  by  experience. 
I  think  an  insured  loan  with  monthly  payments  will  stand  up  better 
than  the  old-time  loan  where  the  payments  are  quarterly  or  annually, 
because  I  think  the  family  with  an  insured  loan  will  reason  this  way: 
''We  have  got  to  live  somewhere.  Our  monthly  payment  is  not  much 
more  than  we  will  have  to  pay  for  rent;  therefore  we  will  deny  our- 
selves and  keep  our  home  as  a  last  resort."  And  they  will  protect 
that  loan  where  they  would  not  protect  another,  where  they  would 
let  the  interest  run  for  6  months  or  a  year,  until  it  got  up  to  $500  or 
$600,  and  then  they  would  say:  "We  never  can  pay  that.  We 
might  as  well  let  it  go." 

Mr.  Gore.  You  are  of  the  opinion  that  it  should  be  self-supporting? 
Mr.  Brigham.  I  think  that  is  desirable.  Although  ;the  Govern- 
ment is  subsidizing  the  Federal  land  banks,  so  that  the  farmers  get 
a  rate  of  Sji  percent,  and  I  think  you  will  find  they  have  spent  con- 
siderable money  on  the  land  banks,  and  I  think  the  encouragement  of 
home  ownership  in  the  urban  centers  is  just  as  valuable  to  the  country 
as  the  encouragement  of  farm  ownership  in  the  rural  sections. 

Mr.  Gore.  Then,  if  I  get  your  position,  it  is  this:  That  as  soon  as 
feasible  it  should  be  self-supporting,  but  that  it  could  not  be  made 
so  in  its  inaugural  period. 

Mr.  Brigham.  You  set  up  a  new  system,  start  anew,  set  up  a  force, 
start  without  any  loans,  and  it  has  taken  time.  Volmne  is  going  up, 
and  your  insurance  premiums  are  increasing.  I  do  not  have  the  figures 
to  show  it,  but  you  can  get  those  from  the  Federal  Housing  Admm- 
istration. 

Mr.  Gore.  Now,  with  that  in  mind,  I  would  be  interested  to  know 
what  your  opinion  is  on  title  I  of  this  act,  if  you  are  famiUar  with  that. 
Mr.  Brigham.  We  have  made  no  loans  under  title  I,  and  I  have  no 
opinion  about  it. 
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Mr.  Gore.  You  have  made  no  study  of  that? 

Mr.  Brigham.  No,  sir. 

Mr.  Gore.  One  more  question,  Mr.  Brigham.  From  your  study  of 
this  St.  Louis  project,  to  which  frequent  reference  has  been  made,  do 
you  see  anything  reprehensible  in  that? 

Mr.  Brigham.  Not  on  the  information  that  I  have,  and  as  far  as 
the  Government's  position  is  concerned,  it  is  going  to  depend  on  how 
that  project  rents.  If  that  fills  up  with  tenants  at  the  estimated  rental, 
or  considerably  less,  the  Government  will  not  have  any  loss. 

Mr.  Barry.  Mr.  Brigham,  referring  back  to  Mr.  Wolcott's  ques- 
tion, in  talking  about  contingent  liability  and  terrific  slumps,  after  ail 
we  have  the  Federal  Deposit  Insurance  Corporation  that  is  in  about 
the  same  category— I  mean,  if  we  go  into  a  terrific  slump  that  would 
run  to  a  tremendous  amount  of  money. 

Mr.  WoLCOTT.  That  is  right.    There  is  no  question  about  that. 

Mr.  Brigham.  The  Government  can  hold  these  properties  through 
the  slump  imtil  recovery  comes  and  then  get  its  money  out. 

Mr.  Barry.  And  it  is  even  more  secure,  in  a  sense,  than  the  bank 

deposits.  ,  .,   ,  Ti  T^   T 

Mr.  Sacks.  And  if  that  came  about,  and  if  there  was  no  1^.  D.  i. 
and  no  F.  H.  A.,  and  a  slump  came,  I  think  it  would  be  even  worse  for 
the  citizens  of  this  country,  because  what  banks  could  liquidate 
immediately  and  what  mortgages  could  be  paid  off  immediately? 
I  think  the  situation  would  be  even  worse.  ^ 

Mr.  WoLCOTT.  In  that  particular  you  are  likenmg  this  to  the 
F.  D.  I.  C.  The  F.  D.  I.  C.  carries  itself.  Here  the  other  day  a  bank 
closed  its  doors  with  $27,000,000  of  deposit  liabilities.  In  2  or  3  days— 
a  surprisinglv  short  period  of  time— the  F.  D.  I.  C.  was  m  there  and 
they  had  their  men  up  at  the  tellers'  windows  paying  off  every  dollar 
of  deposit  out  of  their  reserve. 

Mr.  Sacks.  How  long  could  that  last  if  there  was  a  general  break 
in  the  banks?    How  much  could  they  pay? 

Mr.  WoLCOTT.  The  purpose  of  the  F.  D.  I.  C.  is  to  prevent  just 
such  things  as  that.  If  the  F.  D.  I.  C.  had  not  done  that,  there  would 
probably  have  been  50  other  small  banks  that  deposit  in  that  large 
bank  that  went  along  with  it,  and  we  would  have  had  a  crash,  and  the 
F.  D.  I.  C.  was  set  up  primarily  for  the  purpose  of  preventing  in  the 
banks  just  what  might  happen  to  the  real-estate  market.  Now,  what 
is  there  in  the  Federal  Housing  Administration  to  guarantee  against 
a  slump  in  real  estate,  as  there  is  against  the  withdrawal  of  deposits 
from  a  bank? 

Mr.  Gore.  Mr.  Wolcott,  your  illustration  is  not  apropos.  The  run 
on  the  bank  is  not  similar  to  the  declme  in  real-estate  values. 

Mr.  WoLcoTT.  Not  in  the  same  manner.  It  comes  about  more 
slowly,  but  depreciation  in  the  ability  of  the  home  owner  to  m.aintain 
that  home  operates  the  same  as  the  fear  on  the  part  of  the  depositor 
that  he  is  going  to  lose  his  money,  and  he  gets  out  from  under  just 
as  effectively  under  those  circumstances  as  if  he  went  down  to  the 
bank  and  drew  out  his  three  or  four  hundred  dollars,  his  life's  savings, 
which  he  will  not  do  under  the  F.  D.  I.  C,  but  he  will  abandon  his 
home.  If  his  payments  on  his  mortgage  have  been  no  more  than  the 
payment  of  rent  he  has  got  his  money  out,  he  has  got  his  value  out  of 
it.     He  has  got  nothing  in  there  except  sentiment. 

Mr.  GiFFORD.  I  do  not  think  any  run  on  a  bank  is  ever  quite  as  fast 
as  the  fall  in  real-estate  values  when  the  break  comes. 
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The  Chairman.  The  Federal  Deposit  Insurance  Corporation  is 
operating  at  a  profit  now.  In  the  faihne  up  in  New  Jersey  the  other 
day,  the  records  show  that  we  may  expect  to  get  back  75*^  percent  of 
disbursements  out  of  the  assets  of  the  bank.  Seventy-five  percent 
is  the  amount  collected  from  assets  since  the  Federal  Deposit  Insurance 
Corporation  began  operations.  Prior  to  that  time,  under  the  adminis- 
tration of  national  banks,  the  reaUzation  from  assets  averaged  a  little 
above  60  percent. 

Mr.  GiFFORD.  Well,  I  want  to  say  that  the  F.  D.  I.  C.  has  been  a 
godsend  to  my  people.  They  have  put  their  money  in  the  bank  in 
order  for  it  to  be  safe,  and  they  have  kept  it  there.  They  will  not 
work  it. 

Mr.  Brigham.  Is  it  not  true,  Mr.  Chairman,  that  the  F.  D.  I.  C. 
started  with  an  assessment  on  several  billion  dollars  of  existing  bank 
deposits?  The  F.  H.  A.  started  from  scratch  and  had  to  build  up  its 
business,  and  it  is  building  up  gradually;  and  at  the  outset  it  had  an 
assessment  on  nothing.     It  has  no  property  to  assess. 

The  Chairman.  Another  thing,  in  my  State  the  predictions  of  evil 
to  come  that  are  being  indulged  in  here  with  reference  to  the  Housing 
Administration  are  nothing  compared  to  the  predictions  of  failure 
that  were  heard  on  every  hand  regarding  the  insurance  of  bank  de- 
posits. The  records  have  shown  just  exactly  the  opposite.  The 
American  Bankers'  Association,  when  they  met  in  national  conven- 
tion in  October  1933,  following  the  passage  of  the  act  which  was  to 
make  the  $2,500  insurance  for  each  depositor  efiective  on  the  1st  of 
January  following,  denounced  the  act  as  unwise  and  destructive,  and 
called  upon  the  President  of  the  United  States  not  to  put  the  law  into 
effect.  \\  hen  the  American  Bankers'  Association  met  in  Washing- 
ton a  year  later  there  had  not  been  a  nugle  Lank  ftiluie  among  the 
banks  that  were  members  of  the  Federal  Deposit  Insurance  Corpora- 
tion, but  the  American  Bankers'  Association  forgot  it.  They  did  not 
mention  it. 

Mr.  V\  OLCOTT.  Ill  view  of  what  transpired  this  morning,  I  want  to 
make  my  situation  clear  with  respect  to  the  F.  H.  A.  Against  the 
advice  of  some  of  my  Kepublican  and  Democratic  colleagues  I  went 
to  bat  for  the  F.  H.  A.  when  we  wrote  the  law. 

They  thought  it  was  somewhat  deplorable  that  I,  having  come  from 
Vermont  stock,  should  have  forgotten  my  early  training  sufficiently  to 
have  undertaken  such  a  radical  fleparture  from  common  sense,  but  I 
nevertheless  endorsed  F.  H.  A.  I  went  along  with  title  I.  I  went 
along  with  the  insurance  of  existing  mortgages.  Last  year  I  opposed 
the  90  percent  insurance  because  I  was  told  by  what  I  considered 
responsible  bankers  that  it  would  destroy  the  whole  act,  that  the 
banks  would  not  make  the  loans.  I  am  frank  to  admit  now  that  I  was 
wrong  in  acting  on  their  advice,  because  those  same  bankers  come 
back  now  and  apologize  to  me  for  the  misinformation  that  they  gave 
me  last  year  in  that  respect.  So  I  do  not  see  any  reason  why  I  cannot 
go  along  with  title  I.  Individually,  speaking  for  no  one  else,  1  am  in 
favor  of  the  continuance  of  the  F.  H.  A.  and  giving  them  all  that  they 
need.  I  am  in  favor  of  the  insurance  of  existing  mortgages,  because  I 
do  not  think  that  the  one  will  be  effective  without  the  other.  I  am  in 
favor  of  the  rnodernization  loans,  because  I  feel  that  if  a  man  and  his 
wife  own  their  home  in  the  neighborhood  where  they  have  lived  for 
years  and  years,  there  is  no  particular  reason  why  they  should  be 
forced  out  of  that  neighborhood  merely  to  get  a  modern  home. 
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Now,  I  am  going  along  with  modernization,  title  I.  I  hope  that 
we  may  be  able  to  rewrite  it  in  some  satisfactory  form.  I  think  it 
should  stand  on  its  own  feet;  that  it  should  have  an  insurance  fund 
behind  it. 

I  am  going  along  with  the  insurance  of  existing  mortgages,  the  con- 
tinuation of  title  n,  and  everything  pertaining  to  it.  But  why  has  not 
this  committee  reported  this  bill  out  a  week  or  1 0  days  ago? 

Because  of  tlie  rackets  incident  to  F.  H.  A.  construction.  Now, 
F.  H.  A.  does  not  want  that  condition  to  continue  any  more  than  this 
Congress  wants  it,  any  more  than  you  want  it,  but  I  think  this  com- 
mittee, as  F.  H.  A.  has  since  been  doing,  has  a  duty  to  clean  out  these 
rackets,  and  the  Senate  committee  has  taken  that  attitude,  and  tliis 
committee  has  taken  the  attitude  that  if  we  can  clean  up  these  rackets 
which  we  are  unconsciously  subscribing  to,  then  it  is  our  duty  to  do  it, 
and  I  am  gouig  to  offer  an  amendment  on  the  floor,  if  nobody  else  does, 
to  make  it  a  felony  for  anybody,  making  application  for  an  F.  H.  A. 
loan,  to  write  the  value  of  the  property  up  for  the  purpose  of  defrauding 
this  Government.  We  are  going  to  see  where  we  stand  on  that  situa- 
tion. There  are  bugs  in  this  F.  H.  A.  which  might  come  back  to  bite 
us  one  of  these  days,  and  I  want  to  kill  those  bugs  before  they  do  bite 


us. 


Mr.  Brigham.  Mr.  Chairman,  may  I  make  one  final  observation? 
The  ability  of  a  home  owner  to  sustain  his  loan  during  a  period  of 
crisis,  a  period  of  depression,  is  going  to  depend  somewhat  on  the 
rate  he  has  to  pay.  If  you  shut  out  life-uisurance  funds  to  the  home 
owner  by  any  tiling  you  do  here,  you  are  going  to  make  him  pay  a 
higher  rite.  ' 

The  Chairman.  I  want  to  thank  you  for  your  statement,  Mr. 
Brigham.  It  has  been  very  helpful  to  the  committee  and  we  appre- 
ciate it  verv  much. 

I  am  sorry  that  we  cannot  proceed  further  this  morning. 

Mr.  Sacks.  Mr.  Chairman,  before  we  adjourn,  I  have  a  witness  here 
from  Philadelphia,  who  has  just  a  very  short  statement. 

The  Chairman.  Verj^  well,  if  it  is  very  short. 

STATEMENT  OF  JOHN  H.  McCLATCHY,  DIRECTOR,  HOME  BUILDERS' 

ASSOCIATION  OF  PHILADELPHIA,  PA. 

Mr.  McClatchy.  Mr.  Chairman  and  gentlemen  of  the  committee, 
Philadelpliia  is  a  barometer  of  all  new  house  building  in  America. 

Therefore,  our  case  is  pointed.  When  we  build  houses  in  our  town, 
132  people  work  per  house — so  the  issue  before  you  is:  Shall  we  keep 
people  at  work? 

We  are  arranging  to  finance  the  average  borrower  and  by  that  I 
mean  the  $28-  to  $33-a-week  man  in  the  new  house  market  we  have 
made. 

In  any  event,  if  you  fail  to  continue  these  liberalized  provisions  of 
the  Federal  Housing  Administration  and  the  single  insured  mortgage 
plan  that  we  advocate,  the  residential  building  industry  of  Philadel- 
phia will  be  very  disastrously  affected.  So  I  say  to  you  gentlemen, 
we  must  pass  this  bill.  This  bill  provides  a  wonderful  way  for  the 
average  responsible  person  to  work  out  liis  destiny  in  home  ownership. 

Furthermore,  every  time  a  person  buys  a  home  in  our  town  he 
galvanizes  activity  m  132  quarters.     Men  get  work  all  around,  the 
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bank  which  lends  them  money  is  secured  by  the  district  Federal 
Housing  Administration  that  gets  its  appraisal  fee— and  this  makes 
them  self-supporting— the  workers  have  jobs  and  the  entire  commu- 
nity is  stimulated  to  a  new  economic  endeavor. 

In  Philadelphia  there  is  a  great  shortage  of  houses.  Astonishingly, 
there  are  more  houses  demoHshed  than  there  are  new  houses  built. 
The  builder,  the  financing  agency,  and  all  other  parties  anxious  to 
provide  homes  could  do  it  only  one  way,  and  that  is,  with  the  help  of 
the  F.  H.  A.  single  mortgage  system. 

The  Home  Builders'  Association,  of  which  I  am  the  spokesman,  is 
anxious  to  mahitain  this  new  house  purchasing  and  mortgage  market, 
and  they  also  think  that  we  should  renew  the  title  I  plan  of  the  Federal 
Housing  Administration,  which  permits  borrowing  of  private  funds  for 
rehabilitation  of  property,  a  very  vital  instructive  program  which  has 
a  great  influence  on  improving  existing  properties. 

The  whole  issue  before  this  committee  deals  with  refinancing  of 
existing  properties.  This  is  elemental.  Unless  we  can  move  the 
resale  market,  and  by  that  I  mean,  existing  properties,  we  cannot  sell 
new  houses  in  large  volume. 

Our  case  in  Philadelphiii  is  peculiar  in  itself.  We  are  a  city  of  homes. 
For  the  first  tune  in  the  history  of  our  town  we  have  been  able  to  place 
the  financuig  of  an  average  priced  home  within  the  means  of  the  ordi- 
nary borrower.  To  be  exphcit— a  man  who  makes  $28  a  week  in  these 
times  is  enabled  to  buy  a  $4,000  home. 

This  factor  in  the  new  home  market  is  our  best  asset.  If  we  shut 
him  off,  gentlemen,  by  cutting  down  mortgage  terms,  mortgage  in- 
surance premiums,  and  ehminating  him  from  the  resale  market,  we 
shall  have  killed  the  entire  new  house  production  field. 

This  lOO-milUon-doUar  industry  is  just  getting  the  benefits  of  the 
full  provisions  of  the  F.  H.  A.  smgle  insured  mortgage  plan.  I  say 
to  you,  that  this  is  no  time  to  curtail  this  instructive  program. 

Do  not  forget,  gentlemen,  that  we  are  building  more  houses  this 
year  with  an  accelerated  production  not  seen  since  predepression  years. 
It  is  a  situation  now  before  you.  Shall  we  continue  this  wholesome 
trend,  or  shall  we  abandon  it? 

The  Chairman.  Thank  you  very  much,  Mr.  McClatchy.  Without 
objection  the  committee  will  now  stand  adjourned  until  10:30  Monday 
morning. 

(Whereupon,  at  12:30  p.  m.,  the  committee  adjourned  until  10:30 
a.  m.,  Monday,  March  13,  1939.) 
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MONDAY,   MARCH   13,   1939 

House  of  Representatives, 

Committee  on  Banking  and  Currency* 

Washingtoru  D.  ('. 

The  committee  met  at  11  a.  m.,  Hon.  Henry  B.  Steagall  (chainnanj 
presiding. 

Present :  Messrs.  Steagall  (presiding) ,  Williams,  Spence,  Ford, 
Brown,.  Sacks,  Gore,  Mills,  Martin,  Folger,  Gifford,  Luce,  Crawford, 
Gamble,  Sunpson,  Johnson,  Kean,  Sumner. 

The  Chairman.  Now  we  will  hear  Mr.  George  C.  Johnson,  who  is 
representnig  the  National  Association  of  Mutual  Savings  Banks.  AVe 
are  glad  to  have  you  with  us,  and  you  may  proceed  in  a  general  way. 

STATEMENT  OF  GEORGE  C.  JOHNSON,  TREASURER,  DIME  SAVINGS 

BANK,  BROOKLYN,  N.  Y. 

Mr.  Johnson.  Mr.  Chairman  and  gentlemen,  my  name  is  George 
C .  Johnson ;  I  am  treasurer  of  the  Dime  Savings  Bank,  of  Brooklyn, 
N.  1.  I  am  not  a  professor,  nor  an  efficient  and  clever  association 
secretary,  but  I  am  an  ordinary  working  variety  of  savings  banker 
and  mortgage  lender. 

In  order  to  give  my  testimony  in  a  somewhat  orderly  fashion  I 
have  jotted  down  much  of  it  and  ask  you  to  bear  with  me  for  5  min- 
utes while  I  read  it.  After  that  I  will  answer  any  of  your  questions 
directly  and  without  evasion. 

My  bank,  which  holds  tlie  first  F.  H.  A.  insured  mortgage  in  the 
New  \ork  territory,  is  typical  of  the  many  mutual-savings  banks 
winch  are  interested  m  the  extension  of  the  F.  H.  A.  insurance 

P  or  your  information,  the  National  Association  of  Mutual  Savings 
Banks  comprises  550  savings  banks  with  resources  of  $11,000,000  000 
belonging  to  15,000,000  people,  over  $5,000,000,000  of  which  is  invested 
m  real-estate  mortgages.  A  large  number  of  those  banks  have  quali- 
fied as  approved  mortgagees  under  the  F.  H.  A.  Act,  and  many  more 
plan  to  qualify.  .'        ^^ 

During  the  past  20  years  I  have  had  direct  supervision  over  the 
making  of  mortgage  loans  of  over  $200,000,000  to  the  small-home 
owners  successfully.  I  know  these  people;  I  know  their  needs:  I 
know  their  limitations  and  their  good  qualities.  They  are  our  p^- 
pie;  they  are  the  kind  of  people  who  make  up  the  mutual-savings 

.r  ;t  f  t  ^'  ""''  ^f^V.  ^^  *^^^^  ^^^"^^  ^^"^^s  and  a  million  more  like 
them  that  I  respectfully  appeal  to  you  to  extend  the  provisions  of  the 
Federal  Housing  Administration  Act,  both  as  to  existing  construction 
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and  as  to  the  amount  which  the  Administrator  may  insnre  for  the 
purpose  of  making  home  ownership  ])ossible  for  hinidreds  of  thou- 
sands of  families  who  could  not  otlierwise  buy  tlieir  liomes. 

Fuithei-more,  it  has  ])ut  home  ownei-shi])  on  a  sound  financial 
footing;  it  has  eliminated  the  old  vicious  system  of  short-term  mort- 
«^a|res  with  the  whole  principal  coming  due  at  once,  and  topped  off 
with  junior  h)ans  with  their  accompaiiying  burden  of  bonuses  and 
renewal  fees.  Every  one  of  these  home  buyers  can  now  look  forward 
to  having  liis  home  free  and  clear  in  a  definite  time  and  by  moans 
of  small,  regular  papnents  that  he  can  afford. 

If  the  principles  of  F.  H.  A.  financing  are  extended  to  enough 
liomes,  you  will  not  need  an  H.  O.  L.  C.  in  tlie  next  depression. 
Thesis  citizens  will  have  built  up  such  a  good  cushion  that  most  of 
them  will  be  able  to  stand  on  their  own  feet. 

It  is  extremely  important  that  F.  H.  A.  insurance  be  kept  avail- 
able for  existing  construction.  It  provides  a  means  of  refinancing 
a  great  many  of  the  mortgages  that  are  now  held  by  unwilling 
lenders  who  are  pi-evented  from  calling  them  by  the  various  State 
moi*atoriums.  These  moratoriums,  while  necessary,  ai*e  a  dark  cloud 
overhanging  the  real-estate  market.  It  is  obvious  that  some  method 
must  be  found  to  lift  them.  This  can  be  accomplished  with  less 
danger  when  facilities  are  available  for  refinancing  as  many  as  pos- 
sible of  the  old  mortgages.  More  and  more  mortgages  will  be 
refinanced  with  the  help  of  F.  H.  A.  insurance  as  people  realize 
that  it  can  lie  done.  This  refinancing  can  be  accomplished  on  hun- 
dreds of  thousands  of  homes  which  ai*e  owned  by  people  who  can 
meet  F.  H.  A.  sound  terms  and  requirements,  but  who  could  not  pay 
off  the  mortgage  otherwise.  It  can  be  accomplished  without  any 
danger  to  the  F.  H.  A.  insurance  fund. 

Plenty  of  money  is  available  for  this  purpose.  The  Dime  Savings 
Bank  of  Brooklyn  alone  is  prepared  to  invest  15  to  20  millions  of 
dollars  per  year  for  several  years  in  such  mortgages.  I  know  of 
at  least  three  other  organizations  with  over  10  millions  of  dollars  each 
for  the  same  purpose,  and  many  others  with  smaller  amounts.  In 
fact,  there  is  over  100  millions  of  dollars  available  in  the  Long 
Island  area  without  recoui-se  to  money  from  outside  sources.  The 
interest  rates  are  lower  than  they  have  ever  been.  Many  F.  H.  A. 
insured  mortgages  are  being  made  in  our  territory  for  as  low  as  414 
])ercent  interest.  Certainly  this  is  a  favorable  time  to  right  the 
diflScult  refinancing  situation.  However,  the  lx»nefits  of  F.  H.  A. 
insurance  are  needed  for  this  purpose.  As  I  have  shown,  the 
savings  banks  are  ready  and  able  to  take  over  many  of  these  mort- 
gages; but,  in  many  cases,  the  banking  law  does  not  permit  it,  be- 
cause the  percentage  of  the  loan  is  greater  than  two-thirds  of  the 
value.  With  F.  H.  A.  insurance  these  mortgages  become  eligible 
and  many  of  them  can  be  insured  Avithout  undue  risk,  as  the  ownei"s 
<an  meet  the  standards  of  the  F.  H.  A. 

In  the  New  York  territory,  the  only  loans  available  for  more  than 
66%  percent,  without  F.  H.  A.  insurance,  are  from  building  and  loan 
associations  and  they  have  neither  the  resources  nor  the  organiza- 
tions to  handle  the  large  volume  of  refinancing  mortgages  plus  the 
large  volume  of  loans  on  new  buildings  in  that  territory.  Conse- 
quently, should  the  F.  H.  A.  be  not  extended,  much  of  the  construc- 
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tion  work  would  cease,  causing  more  unemployment.  With  only  the 
building  and  loan  associations  qualifying  to  make  mortgages  of  more 
than  66%  percent,  they  would  have  an  unfair  monopoly ;  chaotic  con- 
ditions in  real  estate  would  prevail,  mortgage  interest  rates  would 
rise,  and  many  people  would  be  forced  to  resort  to  secondary  financ- 
ing, with  its  attendant  evils.  Mutual  savings  banks  have  15  million 
depositors,  largely  concentrated  along  the  Atlantic  seaboard.  T\m 
savings  banks  are  doing  much  of  the  mortgage  business  in  these 
territories  and  are  local  institutions.  Our  money  comes  from  the 
residents  of  our  neighborhoods  and  we  lend  it  to  the  home  owners  in 
our  neighborhoods.  We  have  adequate  organizations  to  care  for  the 
business,  and  we  strongly  resent  any  attempt  to  wrest  it  away  from  us 
by  indirection. 

We  feel  that  the  attempt  of  the  savings  and  loan  associations  to 
scuttle  the  F.  H.  A.  insurance  on  existing  construction  is  insincere 
and  inconsistent,  and  that  they  are  motivated  by  a  desire  to  obtain 
a  monopoly  on  the  large  volume  of  mortgage  refinancing  that  must  be 
done  in  the  near  future.  The  contention  of  the  savings  and  loan  as- 
sociations that  the  insurance  of  mortgages  on  existing  construction 
should  not  be  continued  on  the  grounds  that  it  would  be  risky  for  the 
fund,  does  not  hold  water  and  is  particularly  inconsistent.  If  it  is 
not  safe  for  the  fund  to  insure  mortgages  on  existing  construction 
at  a  premium  of  one-half  of  1  percent,  it  certainly  is  less  safe  to 
insure  the  shareholders  of  savings  and  loan  associations  for  a  pre- 
mium of  one-eighth  of  1  percent.  Remember  their  assets  are  based 
on  exactly  the  same  kind  of  mortgages  which  they  say  you  should 
not  allow  the  F.  H.  A.  to  insure.  As  a  matter  of  fact,  there  is  an 
additional  safeguard  when  mortgages  are  insured  by  the  F.  H.  A., 
inasmuch  as  they  are  not  made  without  the  benefit  of  an  independent 
appraisal,  checking,  and  review  of  the  insurer  organization.  This 
certainly  reduces  the  risks.  It  therefore  does  not  make  sense  for 
these  people  to  tell  you  that  it  is  unsafe  to  insure  mortgages  that 
have  had  a  careful,  independent  check  by  the  trained  F.  H.  A.  oigan- 
ization,  for  a  premium  of  one-half  of  1  percent,  but  it  is  safe  to 
insure  for  one-eighth  of  1  percent  assets  that  are  based  on  exactly 
the  same  class  of  mortgages,  but  that  have  been  made  without  any 
independent  check  whatsoever. 

Please  permit  me  to  submit  a  few  other  reasons  why  the  F.  H.  A. 
Act  should  be  continued.  Small  homes  are  being  built  in  increasing 
quantities,  largely  because  they  can  be  bought  and  paid  for  on  the 
very  easy  terms  made  possible  by  F.  H.  A.  insurance.  Thereby 
much  employment  is  created.  If'  F.  H.  A.  insurance  ceased,  this 
buying  and  building  would  cease,  resulting  in  much  unemployment. 

People  who  buy  these  homes  have  a  growing  stake  in  their  countiy 
and  make  better  and  more  responsible  citizens.  The  F.  H.  A.  plan 
of  mutual  insurance  is  based  upon  sound  principles.  It  also  encour- 
ages thrift  by  making  it  easy  for  home  owners  to  pay  off  all  of  the 
debt  on  their  homes.  The  ])lan  is  successful  and,  because  of  its 
soundness,  I  do  not  expect  the  losses  to  exceed  the  premiums,  espe- 
cially if  the  premiums  on  all  insured  loans  are  made  one-half  of  1 
percent,  and  I  recommend  increasing  those  which  are  now  one- 
quarter  of  1  percent  to  one-half  of  1  percent. 

F.  H.  A.  insurance  has  made  mortgages  liquid  and  readily  nego- 
tiable.   One  of  the  results  of  this  is  that  there  is  no  longer  any  reason 
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for  the  state  of  affairs  formerly  found,  when  there  would  be  a  sur- 
plus of  mortgage  money  in  some  parts  of  the  country  and  a  areat 
scarcity  of  it  in  other  parts  where  it  was  needed.  It  has  obvmted 
the  necessity  for  a  Federal  Mortgage  Discount  Bank  to  create  liq- 
uidity for  mortgages.  ^ 

The  construction  standards  set  up  by  the  F.  H.  A.  liave  made  for 
much  better  building,  the  result  of  which  will  be  beneficial  for  numv 
years  to  come.  The  standards  of  community  planning  set  up  have 
set  an  example  which  is  being  followed  all  over  the  countrv.  resultincr 
m  communities  that  will  not  deteriorate  as  quickly  as  under  the  old 
hit-or-miss  methods. 

Gentlemen,  I  am  at  your  service. 

Mr.  Luce.  You  complain  of  the  66%-percent  limit? 

Mr.  Johnson.  I  have  one  bad  ear;  will  vou  speak  a  little  louder i* 

Mr.  Luce.  You  criticize  the  662^-percent  limit.  Tliat  is  a  State 
law,  is  it  not  ? 

Mr.  Johnson.  That  is  a  State  law:  it  is  a  State  law  in  Xew  York 
State  and  in  some  others. 

Mr.  Luce.  Have  you  gone  to  your  legislature  to  have  that  law 
changed  ? 

Mr.  Johnson.  Yes;  our  legislature  changed  the  law  last  vear 
Mr.  Luce.  What  is  it  now? 

Mr.  Johnson.  They  have  changed  it  from  60  percent  to  662/o 
percent. 

Mr.  Luce.  And  you  are  not  satisfied  with  that  ? 

Mr.  Johnson.  Yes;  we  are  satisfied  with  that. 

Mr.  Luce.  Well,  you  discussed  having  it  made  90  percent. 
^    Mr.  Johnson.  No;  I  am  talking  about  existing  construction,  which 
IS  80  percent. 

Mr.  Luce.  I  am  talking  about  existing  construction. 

Mr.  Johnson.  That  is  80  percent.  I  would  rather  see  the  loans 
that  are  existing.  90-percent  loans,  insured  not  bv  our  own  self-insur- 
ance, but  by  a  large  organization,  where  we  caii  get  a  geographical 
distnbution  of  the  risk.  I  think  we  could  insure  ourselves  to  some 
extent. 

Mr.  Luce.  You  do  not  ^et  what  I  am  after.  Why  do  you  not  get 
fi-om  your  State  assembly  an  80-percent  limit,  instead  of  662/0  per- 
cent i  '  /o  1 

Mr.  Johnson.  Because  we  have  not  asked  our  State  assembly  to 
give  that.  "^ 

Mr.  Luce  Wliy  do  you  not  go  to  Albany  and  get  that,  instead  of 
comnig  to  AVashington  i 

Mr.  Johnson.  We  do  not  want  them  to  give  us  an  80-percent  limit. 
With  an  80-percent  limit,  I  feel  we  should  have  to  form  a  mutual- 
insurance  fund,  which  we  already  have  in  the  F.  H.  A.,  and  in  which 
we  w-ould  have  a  better  ireographical  distribution  of  the  risk  than  we 
could  have  if  we  had  it  only  in  Xew  York  State.  It  is  possible  the 
savings  banks  of  Xew  Itork  could  get  together  aiul  form  a  pool  for 
insurance  on  the  same  plan,  but  one  of  the  requirements  for  insur- 
ance IS  to  get  a  distribution  of  your  risks,  and  we  could  not  do  that. 

Mr.  Luce.  That  is  all  right,  but  it  does  not  meet  my  point.    My 

R?i"^  i?%^l^^'o^  y^"  ^^"^^  ^^  Washington  to  get  an  80-percent  limit? 
Why  did  the  State  assembly  only  give  you  a  662^:^ .percent  limit? 
Mr.  Johnson.  Because  it  was  a  very  much  better  safet^uard. 
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Mr.  Luce.  Why  do  you  come  here  instead  of  going  to  Albany  ? 

Mr.  Johnson.  Because  Washington  is  the  place  to  get  a  broad  in- 
sured plan.  We  cannot  get  a  broad  insured  plan  if  we  confine  it  to 
our  own  locality,  and  you  have  already  given  us  here  in  Washington 
a  perfectly  satisfactory  plan,  and  we  want  to  continue  it  ? 

Mr.  Luce.  But  you  do  not  answer  my  question.  Why  do  not  you 
go  to  Albany  instead  of  coming  to  Washington  ?  You  come  here  be- 
cause it  is  easy;  is  that  it? 

Mr.  Johnson.  No,  sir.  Albany  cannot  give  us  a  country-wide  plan. 
It  can  only  control  New  York  State. 

Mr.  Luce.  But  you  can  get  an  80-percent  plan  for  New  York  State  ? 

Mr.  Johnson.  We  d:)  not  want  it  without  we  can  form  mutual  in- 
surance. We  do  not  want  an  80-perceiit  plan  without  we  can  form 
mutual  insurance. 

Mr.  Luce.  New  York  State  is  not  big  enough. 

Mr.  Johnson.  No,  New  York  State  is  not  big  enough ;  it  would  not 
give  us  the  geographical  distribution.  It  is  big  enough  as  far  as 
getting  volume  in  money  is  concerned;  yes. 

Mr.  Luce.  I  had  not  thought  New  York  had  shrunk  in  importance 
to  that  degree.  I  am  a  savings  bank  man  myself  and  I  am  in  corre- 
spondence with  savings  banks  and  no  Massachusetts  bank  has  come 
here  and  asked  for  this.  I  present  that  as  an  offset  to  your  statement 
that  you  represent  all  of  the  savings  banks  of  the  country. 

Mr.  Johnson.  I  do  not  claim  to  represent  all  of  the  savings  banks 
of  the  country.  We  have  differences  of  opinion,  the  same  as  any 
other  organization. 

Mr.  Luce.  But  my  own  State  does  not  take  your  position  in  the 
matter ;  I  have  had  no  letters  from  savings  banks  asking  for  it. 

Mr.  Johnson.  Have  you  asked  your  savings  banks  if  they  would 
like  to  have  this  ? 

Mr.  Luce.  I  have  not,  because  out  of  perhaps  50  to  75  letters  so  far 
received,  none  has  come  from  a  savings  bank.  We  do  not  think  in 
Massachusetts  that  it  is  safe  to  lower  our  limits. 

Mr.  Johnson.  Well,  I  consider  it  safe  and  practicable.  I  can  give 
you  examples  of  how  the  one-half  of  1  percent  is  sufficient  to  cover 
the  losses,  based  upon  20  years'  experience  with  a  $100,000,000  mort- 
gage fund.  $100,000,000  invested  in  mortgages,  with  a  fund  with 
which  I  am  very  familiar,  during  the  20  years  has  resulted  in  losses 
in  selling  real  estate  taken  by  foreclosure.  Let  me  put  it  another 
way:  If  for  20  years  we  had  set  aside  one-half  of  1  percent  per  year 
on  the  $100,000,000  as  an  insurance  premium,  either  insuring  ourselves 
or  as  a  mutual  premium  with  others,  that  one-half  of  1  percent  would 
have  amounted,  in  20  years,  to  $10,000,000.  That  is  simple  arithmetic. 
During  that  20  years,  this  fund  foreclosed  some  mortgages  and  sold 
property  with  a  total  loss  to  date,  in  that  20  years,  of  only  $3,000,000. 
There  is  some  other  property  on  hand.  I  cannot  conceive  of  a  loss 
on  the  property  on  hand  being  more  than  $1,500,000  more  than  that. 
That  is  $4,500,000.    That  would  still  leave  $5,500,000  cushion. 

Now,  these  mortgages  were  not  all  home  mortgages — theyi  were 
not  in  the  beginning.  They  did  not,  in  the  beginning,  all  have  the 
benefit  of  monthly  amortization,  the  same  as  these  F.  H.  A.  insured 
mortgages  do.  They  did  not  have  the  benefit  of  the  check  of  an 
outside  organization.    And  still  the  one-half  of  1  percent,  if  it  had 
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been  put  aside,  would  have  Wii  more  than  twice  enough  to  pay  for 
the  losses  from  that  particular  fund. 

Mr.  Luce.  You  have  made  a  fine  record,  sir,  mider  existing  State 
laws,  and  you  want  to  come  here  and  add  to  your  risks? 

Mr.  Johnson.  If  I  thought  we  were  adding  to  our  risks,  there  is 
no  one  who  would  be  less  apt  to  do  it  than  I. 

Mr.  Luce.  Any  increase  m  limit  adds  to  the  risk,  because  it  lessen? 
your  margin. 

Mr.  Johnson.  Not  always.  It  is  sometimes  safer  to  loan  80  percent 
to  a  man  who  has  a  good  house,  in  a  good  neighl)orliood,  a  house 
he  can  afford,  who  has  a  good  reputation,  and  has  the  ability  to  pay 
and  i-anks  better— it  is  sometimes  much  safer  to  lend  him  80  percent 
than  it  is  to  lend  another  man,  who  may  be  ;.  rank  speculator,  or 
nught  have  a  bad  reputation,  50  percent.    That  is  sound  banking,  sir. 

Mr.  Luce.  Absolutely.  I  would  loan  money  to  certain  |)ersons  for 
100  percent,  but  you  cannot  legislate  on  a  couple  of  isolated  instances; 
you  have  to  legislate  based  on  the  total  of  the  risk. 

Now,  one  other  question :  Why  do  vou  favor  transferring  individ- 
ual i-esponsibilities  to  the  National  iGrovernment  ?  Some  of  us  are 
tiding  to  get  rid  of  loading  Uncle  Sam  with  all  of  the  burdens  of 
the  country. 

Ml*.  Johnson.  I  would  not  say  I  favor  transferring  individual 
responsibilities  to  the  National  Government.  The  National  Govern- 
ment has  found  a  way  here  which  will  enable  the  home  owners,  as 
well  as  the  mortgage  lendei-s,  to  benefit  by  the  large  mutual  insurance 
fund  based  on  sound  practices.  I  know  of  no  other  way  that  that 
can  be  accomplished.  I  do  not  think  we  can  get  as  many  of  the 
mortgagees  of  the  country  together  to  form  such  a  mutual  insurance 
fmid.  I  think,  if  we  could,  it  could  be  done  successfully  without  the 
Government  guarantee. 

Mr.  Luce.  I  will  say  that  you  and  I  differ  so  mucli  that  I  do  not 
think  I  will  ask  you  any  more  questions. 

Mr.  Gore.  Mr.  Jolmson,  are  you  familiar  with  the  large-scale 
project  insuring  under  section  207? 

Mr.  Johnson.  Somewhat. 

Mr.  Gore.  What  is  your  opinion,  from  your  experience  and  your 
knowledge,  of  that,  as  to  the  insurance  of  those  loans? 

Mr.  Johnson.  I  believe  it  can  be  soundly  done.  By  enabling  large- 
scale  oi)erations,  sound  community  planning  is  accomplished,  and  I 
think  it  IS  one  of  the  coming  factors  in  the  mortgage  business— in  the 
mortgage  and  real-estate  business ;  instead  of  having  individual  hit- 
or-miss  single-building  jobs  without  relation  to  the  general  planning 
of  the  community,  we  could  do  a  good  deal  more  with  these  large- 
scale  housing  operations.  If  the  operation  is  soundly  conceived  and 
soundly  managed.  I  see  no  danger  whatever,  and  I  see  a  good  deal  of 
benefit. 

Mr  Gore.  You  say  "if  it  is  soundly  conceived  and  soundly  man- 
aged. '  Do  you  think  the  Government  should  have  a  moi-e  material 
part  than  it  now  plays  in  directing  that  conceivability  and  man- 
agement ? 

Mr.  Johnson.  I  think  the  regulations  and  law  you  have  are  suffi- 
cient. Time  may  indicate  that  there  should  be  some  corrections;  but, 
as  far  as  I  can  see  at  the  present  time,  they  are  sufficient.     You  do 
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not  want  to  make  it  so  stringent  that  you  are  really  building  and 
running  the  houses. 

Mr.  Gore.  Going  to  another  point,  a  matter  which  I  do  not  believe 
has  been  brought  out  in  this  hearing — ^that  is,  the  relationship  be- 
tween the  applications  for  new  construction  as  they  come  from  owners 
of  existing  residential  property — ^I  am  just  wondering  if  you  could 
give  us  some  light  on  that.  What  I  would  like  to  know  is  if  you 
can  give  an  estimate  of  the  percentage  of  applications  for  new  con- 
struction under  the  F.  H.  A.  insurance  plan  that  comes  from  ownere 
of  existing  homes.  I  think  that  has  a  direct  bearing  on  whether  or 
not  we  extend  this  insurance  to  existing  property. 

Mr.  Johnson.  My  own  experience  has  been  about  40  percent.  I 
cannot  speak  for  the  country  at  large.  I  expect  that  percentage  to 
increase  as  we  get  nearer  the  time  when  State  moratoriums  taper  off 
or  expire.  There  is  great  need  for  refinancing  of  mortgages  that 
were  made  before  these  moratoriums  and  which  are  now  held  by  peo- 
ple who  do  not  want  them  and  are  going  to  call  them,  and  tlie  home 
owner  has  to  have  some  means  of  refinancing  them. 

Mr.  Gore.  And  your  experience  has  been  40  percent? 

Mr.  Johnson.  Yes. 

Mr.  Gore.  Do  you  think  the  country  would  be  that  high? 

Mr.  Johnson.  No.  I  would  think  it  would  be  less.  We  carry  on 
an  advertising  campaign  in  our  territory,  urging  people  to  refinance 
their  mortgages  and  put  them  on  a  long-term  amortized  basis,  and  I 
think  that  raises  our  percentage  somewhat. 

Mr.  Ford.  Mr.  Johnson,  yon  made  one  statement  that  intere^^ts  me 
mightily,  and  I  think  was*  probably  the  wisest  thing  that  has  been 
said  in  this  whole  discussion.  I  do  not  know  whether  everybody 
caught  it  or  not :  l>ut  you  said  the  continuation  of  F.  H.  A.  insurance 
both  of  existing  and  new  mortgages  Avould  make  an  H.  O.  L.  C. 
unnecessary  if  we  had  another  depression.  I  think  that  is  the  best 
thing  that  has  been  said  in  this  hearing. 

Mr.  Johnson.  I  might  say  I  do  not  say  that  thoughtlessly.  I  have 
analyzed  the  record  of  thousands  of  mortgages  which  went  through 
the  depression,  and  thousands  which  failed  in  the  depression,  and  if 
I  had  more  time  I  would  go  into  that  in  greater  detail. 

Mr.  Ford.  We  had  that  situation  existing  prior  to  this  depression, 
and  the  H.  O.  L.  C.  of  necessity  came  into  the  picture. 

Mr.  Johnson.  That  is  right. 

Mr.  GiFFORD.  Mr.  Johnson,  have  you  taken  any  outside  mortgages, 
that  is,  mortgages  from  outside  the  area  you  formerly  took  mortgages 
from ;  do  you  go  outside  of  that  area  now,  since  they  are  insured  ? 

Mr.  Johnson.  No;  we  do  not. 

Mr.  GiFFORD.  You  said  you  wanted  a  larger  ai-ea,  a  larger  section 
for  mortgages.  Your  mortgages  rest  very  comfortably  under  the 
umbrella  of  Government  insurance,  do  they  not? 

Mr.  Johnson.  Yes,  sir.  For  fear  I  may  not  have  made  myself  clear 
to  you,  I  did  not  mean  to  say  we  wanted  a  larger  area  in  which  to 
take  mortgages.  We  do  not.  We  want  a  larger  area  than  New  York 
in  which  to  spread  the  insurance  risk. 

Mr.  GiFFORD.  Well,  you  might  take  in  some  areas  that  were  pretty 
bad  risks. 

Mr.  Johnson.  What  is  that,  please? 
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Mr.  GiTFORD.  You  might  take  in  some  areas  that  were  pretty  bad 
risks. 

Mr.  Johnson.  I  am  assuming  that  it  will  be  administered  correctly, 
and  they  will  reject  those. 

Mr.  GiFFOKD.  You  constantly  refer  to  the  constant  supervision  of 
the  F.  H.  A.  trained  people. 

Mr.  Johnson.  Yes. 

Mr.  GiFTORD.  You  would  rather  take  one  approved  bv  them  than 
one  approved  by  your  own  investigators,  would  you  not? 

Mr.  Johnson.  We  always  approve  every  single  loan  ourselves  first. 
I  know  many  people  who  are  taking  F.*H.  A.'s  without  their  own 
approval. 

Sir.  GiFFORD.  Which  would  you  have  more  confidence  in,  the  F.  H. 
A.  investigator  or  your  own? 

Mr.  Johnson.  You  might  make  me  feel  conceited,  but  we  have  more 
confidence  in  our  own  investigation.  Our  experience  also  in  our 
area  indicates  that  the  F.  H.  A.  organization  there  is  doing  a  com- 
petent job;  that  their  appraisals  and  our  appraisals,  while  they  do 
not  always  jibe,  they  average  up  pi-etty  close  the  same. 

Mr.  GiFFORD.  I  realize  the  tough  position  you  are  in,  of  course,  try- 
ing to  appeal  to  us  for  the  home  owners'  when  you  yourselves  profit 
so  greatly  thereby. 

Mr.  Johnson.  We  are  a  mutual  institution. 

Mr.  GiFFORD.  Of  course,  you  can  very  properly;  but  you  realize 
we  have  to  look  at  it  a  little  critically,  do  you  not  ? 

Mr.  Johnson.  I  want  you  to,  sir ;  you  have  the  decision  to  make. 

Mr.  GiFFORD.  You  have  now  the  umbrella  of  the  F.  H.  A. 

Mr.  Johnson.  You  have  a  serious  decision  to  make  here  and  I 
want  you  to  question  anything  I  say.  But  I  sincerely  have  in  mind, 
as  well  as  our  own  profit,  the  home  owner  with  whom  I  have  had 
direct  contact  all  my  business  life. 

Mr.  GiFFORD.  Mr.  Luce  and  I  represent  Massachusetts  savings  banks. 
We  have  a  great  many.  You  say  they  are  nearly  all  on  the  Atlantic 
seaboard. 

Mr.  Johnson.  Yes. 

Mr.  GiFFORD.  But  we  have  a  very  large  percentage  in  Massa- 
chusetts and  they  do  not  seem  to  want  this  at  all. 

Mr.  Johnson.  They  probably  have  not  come  around  to  it. 

Mr.  GiFFORD.  Why  do  you  suppose  they  have  not  come  around 
to  it? 

Mr.  Johnson.  You  know  we  are  conservative  in  the  savings  banks, 
and  I  think  it  is  one  of  our  good  qualities.  We  do  not  jump  at 
things  too  quickly. 

Mr.  GiFFORD.  You  think  that  is  a  good  quality  ? 

Mr.  Johnson.  We  do  not  jump  at  things  too  quickly.  The  sav- 
ings banks  were  a  little  slow  to  take  this  up ;  however,  there  are  more 
and  more  of  them  taking  it  up  all  the  time.  Only  last  month  I  was 
asked  to  go  u]>state,  to  the  savings  banks  upstate  that  do  not  extend 
F.  H.  A.  insurance,  but  have  been  studying  it,  and  some  of  them 
want  to  go  in  it,  and  they  asked  me  to  come  upstate  and  talk  with 
them  about  our  experience. 

Mr.  GproRD.  An  F.  H.  A.  man  is  talking  to  my  chamber  of  com- 
merce this  evening  and  telling  them  about  it,  and  they  are  leaving  no 
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stone  unturned  to  influence  them.  The  point  is  unless  they  come  into 
it  they  won't  have  any  business. 

Mr.  Johnson.  I  believe  they  will  limit  their  business  unnecessarily 
if  they  don't  come  into  it. 

Mr.  GiFFORD.  Of  course,  you  know  they  will  lose  their  business. 

Mr.  Johnson.  They  will  lose  business  that  they  do  not  liave  to  lose. 

Mr.  GiFFORD.  And  savings  banks  all  over  the  country  would  gladly 
take  them  if  they  w^ere  insured  ? 

Mr.  Johnson.  They  will.  I  think  they  would  be  foolish  if  they 
stand  apart. 

Mr.  GriFFORD.  Do  not  they  all  have  to  come  under  the  umljrella 
now — ^building  associations  and  all? 

Mr.  Johnson.  They  do  not  have  to  make  all  of  their  loans  under  the 
F.  H.  A.,  no,  sir;  we  make  plenty  of  loans  without  F.  H.  A.  insurance. 
But  it  will  enlarge  their  field,  and  it  is  a  fine  thing  for  them. 

Mr.  GiFFORD.  You  know  they  w  ill  all  have  to  come  under  it  ? 

Mr.  Johnson.  Yes;  they  should  come  under  it. 

Mr.  GiFFORD.  Now  you  have  come  part  way  with  me. 

Mr.  Johnson.  From  their  point  of  view — I  am  sj^eaking  now  from 
the  point  of  view  of  their  good — yes,  they  should  come  under  it.  We 
have  not  all  come  under  it ;  the  Borough  Savings  Bank  lias  not  come 
under  it,  and  many  of  the  other  New  York  banks  have  not  come  under 
it,  because  we  have  stayed  out  until  we  were  convinced  it  was  a  good 
thing  for  us  and  for  our  borrowers. 

Mr.  GiFFORD.  Being  conservative,  as  you  say,  we  are  coming  under 
it,  but  we  are  going  to  be  forced  to  come  under  it — not  because  we 
believe  we  approve  insuring  mortgages  to  80  percent  or  90  percent, 
because  we  still  know  that  is  ill  advised,  but  we  will  be  forced  to 
come  under  it. 

Mr.  Spence.  Does  your  concern  purchase  any  insured  mortgages! 

Mr.  Johnson.  No;  we  make  all  of  our  mortgages  direct. 

Mr.  Spence.  Do  you  make  any  loans  under  title  207  ? 

Mr.  Johnson.  No;  under  207  and  210  we  have  not  made  any  yet, 
but  I  am  looking  for  some. 

Mr.  Spence.  "Fou  want  those  loans,  too  ? 

Mr.  Johnson.  Yes. 

Mr.  Sacks.  Observing  what  you  said  about  banks  and  building  and 
loan  associations,  my  section  of  the  city  of  Philadelphia  conceived 
this  F.  H.  A.  was  very  necessary,  because  the  people  of  Philadelphia 
had  lost  confidence  in  the  B.  and  L.'s.  You  know  what  would  have 
happened  in  the  State  of  Pennsylvania  if  it  was  not  for  the  F.  H.  A. — 
many  men  would  have  lost  their  homes  in  Philadelphia,  because  the 
B.  and  L.'s  have  not  been  able  to  do  any  business,  having  to  get 
people  to  buy  shares,  and  they  have  not  recovered  very  rapidly,  be- 
cause of  the  situation  which  has  obtained  in  the  last  few  years,  and 
without  the  F.  H.  A.  they  would  not  have  been  able  in  Pliiladelphia 
to  go  ahead  and  build  any  new  homes  or  to  save  any  of  the  old 
homes. 

Of  course,  that  is  a  peculiar  situation  of  the  B.  and  L.'s  in  Phila- 
delphia, where  they  took  second  mortgages.  And  we  feel  even  today 
that  many  persons  would  have  more  confidence  in  a  B.  and  L.  mort- 
gage if  they  could  get  the  Government  to  insure  it,  because  they  are 
afraid  of  the  B.  and  L.  on  past  experience. 
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Mr.  GiFFORD.  Thei-e  is  no  question  about  that. 
Mr.  Ford.  The  average  savings-bank  depositor  knows  that  most 
of  the  money  he  puts  in  a  savings  bank  is  loaned  out  on  mortgages. 
That  is  true  in  my  State.  And,  while  he  has  F.  D.  I.  protection,  do 
not  you  think  it  gives  him  a  little  more  comfortable  feeling  to  know 
that  the  loans  thev  are  making  are  largelv  insured,  in  addition  to  the 
F.  D.  I.?  ^ 

Mr.  JoHNSox.  It  certainly  does  not  detract  from  his  confidence. 
Mr.  Crawford.  Mr.  Johnson,  you  spoke  of  the  550  savings  banks. 
You  refer  to  the  banks  located  in  New  York  State  only  ? 

Mr.  Johnson.  No  ;  the  550  are  largely  along  the  Atlantic  seaboard. 
Five  hundred  and  fifty  is  the  total  membership  of  the  national  associ- 
ation.    I  mentioned  that  to  give  you  the  scoi>e  of  the  savings  banks. 

Mr.  Crawford.  I  get  the  impression  from  your  remarks  that  as 
you  appraise  the  eflScacy  of  this  whole  plan  and  as  you  feel  friendly 
toward  it,  it  is  based  almost  entirely  on  the  insurance  phase  by 
reason  of  the  geogi\aphieal  distribution  of  the  risk.    Is  that  correct? 

^Ir.  Johnson.  Yes,  sir. 

Mr.  Cra^vford.  If  the  geographical  distribution  of  risks  was  elimi- 
nated, you  would  not  be  in  favor  of  the  plan  ? 

Mr.  Johnson.  I  would  be  much  less  in  favor  of  it. 

Mr.  Crawford.  You  would  be  much  less  in  favor  of  it? 

Mr.  Johnson.  And  I  might  possibly  be  not  in  favor  of  it  at  all. 

Mr.  CicAWFoKD.  I  want  tn  ask  you  this  questiou,  and  I  want  tf)  put 
it  in  a  way  that  it  won't  1^  misundei*stood.  You  live  in  an  atmosphere 
of  banking  the  same  as  the  flour  miller  lives  in  an  atuiosphere  of  the 
gniin  business. 

Mr.  Johnson.  Yes,  sir. 

Mr.  CitAWFORD.  Or  a  textile-mill  operator  lives  in  an  atmosphere 
of  fiber  and  fabrics. 

Mr.  Johnson.  Yes,  sir. 

Mr.  Cr.\wford.  Do  you  feel  that  |)erhaps  this  is  a  form  of  social 
ci*edit  wherein,  by  reason  of  the  great  geographical  risk  which  is  in- 
volved, backed  up  by  a  Goveriunent  agency  and  later  by  a  Govern- 
ment del>enture  or  financing  in  one  way  or  another,  that  if  we  were 
to  run  into  an  era  where  hundreds  of  thousands  of  home  owners  can- 
not meet  their  payments,  that  geographical  distribution  will  create 
a  pressure  group  which,  in  turn,  will  lead  the  legislative  body  into 
a  fonn  of  social  credit  and  perhaps  in  that  manner  bring  about  a 
revolution  in  the  extension  of  credit  and  finally  work  into  the  general 
monetary  scheme  of  things? 

Mr.  Johnson.  I  do  not  believe  so.  I  do  not  see  how  they  can  bring 
pressure  u|X)n  you.    What  would  the  pressure  be? 

Mr.  Crawford.  Political  pressure. 

Ml*.  J(^HNsoN.  It  would  be  to  change  the  tenns  of  the  mortgage. 
You  have  nothing  to  do  with  the  terms  of  the  mortgage  after  it 
has  beed  made.  All  you  are  is  an  insurer.  After  the  mortgage  has 
been  made  you  caimot  say  "Reduce  the  rate  of  interest  Vlow  4Vv 
percent."  You  cannot  say  "Allow  them  to  stop  paying  interest  or 
taxes."  You  are  only  insurere;  you  are  not  the  holders  of  the 
mortgage. 

Mr.  Crawford.  Is  not  this  true,  that  through  the  legislative  bodies 
in  the  States  and  the  national  Congress  we  can  legislate  on  any  of 
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this  to  bring  about  moratoriums  and  fix  it  so  that  a  man  does  not 
have  to  pav  anything  for,  let  us  say,  5  or  10  years  ?  ,  w 

Mr!  JoHNsoi  I  do  not  believe  you  will  have  pressure  brought  on 
vou  to  bring  about  such  moratonums  or  to  bring  abou  ai  >t  nng 
alonir  that  line  by  reason  of  your  F.  H.  A.  insurance  all  over  the 
Sry  On  dieUtrary,  I  believe  you  will  have  more  people  who 
have  reduced  mortgages,  because  they  are  reducing  them  every  month, 
and  you  will  have  more  people  who  have  reduced  their  niortgages 
and  who  are  in  a  position  where  they  do  not  need  as  much  help  amh 
further,  are  in  a  position  where  they  will  look  with  question  upon 
the  Goveriunent  wanting  to  take  too  much  of  a  hand  m  those  things. 
I  think  you  are  making  more  responsible  citizens  than  we  made  when 
we  used  to  lend  people  money  and  then  make  no  requirements  for 

them  to  pay  it  off.  .      ,         .  j 

Mr.  Crawford.  Let  us  be  as  realistic  about  it  now  as  we  can  and 
put  up  exhibit  A  here.  Let  us  assume,  for  instance,  we  have  out  insur- 
ance on  8  or  10  million  homes,  or  to  the  tune  of  $6,000,000,000,  scat- 
tered  all  over  the  United  States,  and  in  certain  areas  heavily  con- 
centrated. 

Mr.  Johnson.  Yes. 

Mr.  Crawford.  And  we  meet  a  situation  as  bad,  or  worse,  as  that 
which  existed  between  1929  and  1933,  and  thousands  of  home  owners 
have  their  equities  paid  up  and  their  mortgages  reduced,  but  they 
have  no  income.    I  am  now  referring  to  payrollees. 

Mr.  Johnson.  Yes. 

Mr.  Crawford.  They  have  no  income  with  which  to  meet  the  pay- 
ments as  they  mature  trom  month  to  month,  whether  they  are  heavy 
or  light,  and"^  it  becomes  necessaiy  for  moratoriums  to  be  declared,  or 
to  become  operative  whether  declared  or  not,  and  payments  cease 
coming  in. 

Mr.  Johnson.  Yes. 

Mr.  Crawford.  Now,  if  you  have  a  pressure  group  developed  over 
all  parts  of  the  country,  through  Government  insurance^  why  would 
not  that  be  reflected  and  what  would  prevent  that  being  reflected 
through  every  State  legislative  body  and  your  national  body,  by 
reason  of  the  cementing  influence  of  the  F.  H.  A.  and  all  of  its  activi- 
ties?    Am  I  dreaming  when  I  bring  up  a  situation  like  that? 

Mr.  Johnson.  No  ;  I  think  it  is  something  to  be  considered.  I  do 
not  like  pressure  groups. 

Mr.  Cr^vwford.  We  deal  with  them  all  the  time. 

Mr.  Johnson.  Yes ;  I  know  you  do. 

Mr.  Crawford.  They  are  just  learning  how  to  operate. 

Mr.  Johnson.  I  do  have  a  kindly  feeling  to  home  ownei*s  who,  we 
w  ill  say,  for  10  or  15  years  have  been  paying  on  their  mortgages  and 
have  reduced  them.  If  the  home  owner  gets  out  of  a  job  and  needs  a 
little  help  at  that  time,  I  think  whatever  modifications  are  necessary 
can  properly  be  made. 

Mr.  Crawford.  That  is  a  big  term  you  use,  "whatever  modifications 
are  necessary."  Now,  you  will  find  tens  of  millions  of  people  who 
agree  with  you  on  that,  and  you  will  find  several  hundred  legislatoi*s 
in  Congress  and  in  the  State  legislative  bodies  who  agree  with  it,  and 
they  in  turn  will  bring  about  your  moratorium  legislation  in  the  form, 
we  will  say,  of  social  security. 
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„3^?^  ^f  <^o  not  like  to  deal  with  this  question  of  social  secuiitv 
and  national  credit  ;.but,  m  my  opinion,  this  is  a  very  fine  cWn"  5^ 
thinklhtr-*'  "^T^  or  national  credit  directly  ^or  indirect  y  I 
SLiv  V.,r'^"'''^  ''''?*y^  ?'  ^  *  ^'Sr^>  »nd  I  wanted  to  get 

Mr.  Johnson.  It  is  a  very  serious  question  you  have  in  mind     T 
T  r/'f  ?/*  ^J«»!  thought.    Of  cours^,  we  cannot  foresee  "hT  fit  re 

Jelr«  HV  ""J?**'  ^^"^  '^  ™^"-  ^h°  1^««  P"d  on  his  mortgje  for  many 
years  before  he  comes  against  a  time  of  stress  is  goina  to  XHon 
a  good  deal  ig^^  ^      y^  ^^^^^  j^^^^  ^ue  possibly  to^no 

foi.lt  of  their  own,  but  possibly  due  to  the  fault  of  the  dd  mortc-iffe 

S'tHriSllbtT^^-  "^^-^  '>''  T"^'  '"^^  •''  dmeTs&l 
o^Xir  L«T   T  i^  I  *.v^  brmging  m  a  house  that  has  gotten  old 

tm!ble  ^^""^  *^''^  '''*  ^"^''S  ^  gi^«  y°"  ^  good  deal  le^ 

cK^u^J^'^-.-'?"  y°"  recommend  that  this  type  of  legislation 

should  be  brought  into  our  general  fabric  as  permanent  leSion" 

Mr   Johnson.  I  recommend  either  this  mutual  insuranct  feaCe 

m  S^Z^^tT"?  "^^k  l^TP^*^  ""'*  Government  approval? 
tv>fv-"  ''*'°^^''-  That  IS  what  I  am  com  ng  to.    I  would  like  to  9e« 

can  eZiiTtr^'"'  ^'^  1"®*=^^"^  ^«*"-'^l  ex^ri^nce  that  y^ 
done  Government  approval,  and  I  Relieve  it  canTe 

Mr  Swr""*-  |il™.inate  it  by  the  industry  itself? 
«^o;  ;  ^^^^f"^:  .Eliminate  the  Government  approval    chan.nn.r  U 

Mr.  Crawford.  In  no  form  whatsoever? 
Mr.  Johnson.  Yes,  sir. 

Mr  J^^f -^"^  ^""^  ^l"^  "  ^T  *^«t  ""^y  be  accomplished? 
«nrP     W.W   ?f  •        '  *"■!  "^^i"  y""  1»«^'«  sufficient  actuarial  exneri- 

s%s  tt!der3iu"*c:.':  preTL"^od  \^"ivF 
%rS"i°u';h^^-°v*^^  foKV4  a^r^^Sd.^"'' '  "^"^^-^ 

4rnSna!  m^i^^^SrTnStfn^^"™-*  ^^^^^^P  ^"  » 
Mr.  Johnson.  Yes,  sir. 

Mr.  Johnson.  That  is  right 
time  when  we  need  it  ?  ^^^  '*  possible  at  this 
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Mr.  Johnson.  That  is  right. 

Mr.  Johnson  of  Indiana.  Did  I  understand  you  to  say  that  you 
would  make  80-percent  loans  on  existing  structures  if  your  State  law 
would  permit  you  to  do  so,  without  any  F.  H.  A.  insurance? 

Mr.  Johnson.  No  ;  I  said  I  would  prefer  not  to  make  it  under  a 
State  law ;  I  would  prefer  only  to  make  it  where  we  can  have  a  mu- 
tual insurance  fund,  whereby  we  set  up  reserves  of,  say,  one-half  of 
1  percent  and  where  we  could  have  a  greater  geographical  distrilpu- 
tion  than  if  we  made  them  under  a  State  law.  That  is  my  objection 
to  trying  to  do  it  under  a  State  law. 

Mr.  Sacks.  In  view  of  that,  would  it  not  be  hard  to  operate  unless 
you  had  practically  the  same  law  in  every  State ;  because  you  might 
run  into  serious  trouble  with  lenders? 

Mr.  Johnson.  Yes. 

Mr.  Sacks.  Unless  it  was  uniform? 

Mr.  Johnson.  It  would  be  harder  than  by  having  it  uniform. 

Mr.  Martin.  What  is  your  average  loan  ? 

Mr.  Johnson.  Average  F.  H.  A.  loan,  or  otherwise? 

Mr.  Martin.  Average  F.  H.  A.  loan. 

Mr.  Johnson  Our  average  F.  H.  A.  loan  is  about  78  percent. 

Mr.  Martin.  And  in  amount? 

Mr.  Johnson.  The  average  amount  is  about  $5,000. 

Mr.  Martin.  Wliat  is  the  smallest  loan  you  have,  of  F.  H.  A.  2 

Mr.  Johnson.  I  would  say  we  have  several  around  $1,500  or  $2,000. 

Mr.  Martin.  You  have  them  that  small? 

Mr.  Johnson.  Ycs.    I  think  they  are  the  smallest. 

Mr.  Martin.  Do  you  solicit  small  loans? 

Mr.  Johnson.  Yes,  sir. 

Mr.  Martin.  You  encourage  loans  among  that  class  of  borrowers? 

Mr.  Johnson.  We  feel  we  are  a  bank  of  the  small  man,  and  we 
encourage  the  small  man's  loan.  We  take  his  money,  and  we  think 
we  should  do  business  with  him. 

Mr.  Williams.  What  territory  do  you  cover  in  making  these  loans? 

Mr.  Johnson.  Are  you  familiar  with  the  New  York  territory? 

Mr.  Williams.  Not  very  well. 

Mr.  Johnson.  We  cover  the  New  York  territory  of  Brooklyn ;  that 
is.  Kings,  Queens,  and  Nassau  Counties.  It  is  the  westerly  one-half 
of  Long  Island,  adjacent  to  Manhattan. 

Mr.  Williams.  You  just  cover  part  of  New  York  State? 

Mr.  Johnson.  That  is  right. 

Mr.  Williams.  And  how  do  you  get  these  loans? 

Mr.  Johnson.  We  are  very  well  known  in  that  territory,  and  about 
30  percent  of  our  people  come  on  recommendation  or  from  previous 
business;  about  20  percent  more  come  from  advertising  which  we 
do— I  would  say  about  30  percent  more  come  from  advertising  which 
we  do;  the  balance  come  from  starting  off  with  new  houses  right  in 
the  beginning  and  making  building  loans  on  their  new  developments, 
and  bringing  them  later  into  permanent  mortgages.  We  get  a  good 
deal  of  business  by  financing  new  construction  of  the  small  house 
right  from  its  inception. 

Mr.  Williams.  What  interest  do  you  charge? 

Mr.  Johnson.  We  charge  5  percent — from  414  to  5  percent  on  per- 
manent loans,  depending  on  the  loan  and  the  risk.    We  charge  the 
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builder  6  percent  during  construction  until  the  house  is  finished. 
1  hat  pays  us  for  the  little  extra  risk  we  run.  And  as  soon  as  the 
speculative  builder  finishes  his  house,  we  reduce  the  rate  of  5  percent: 
then,  when  he  sells  the  house,  we  convert  it  either  into  a  41^  F.  H  A. 
loan,  or  somewhere  between  414  and  5  percent. 

Mr.  Williams.  Do  you  make  your  own  appraisals? 

Mr.  Johnson.  Yes,  sir. 

Mr.  Williams.  And  the  F.  H.  A.  makes  an  appraisal  also  ? 

Mr.  Johnson.  Yes,  sir.  I  am  a  trained  appraiser  myself;  so  are 
many  of  our  other  officers. 

Mr.  Williams.  Are  they  made  entirelv  separate  and  independent 
of  each  other? 

Mr.  Johnson.  They  are  made  entirely  separate  and  independent  of 
each  other. 

Mr.  Williams.  How  do  your  appraisals  correspond  ? 

Mr.  Johnson.  There  are  differences,  but  I  would  say  I  think  they 
average  pretty  much  the  same.  There  are  some  on  which  we  ap- 
praise a  little  higher;  some  on  which  we  appraise  a  little  lower  than 
they  do. 

Mr.  Williams.  Do  you  charge  any  commission  ? 
Mr.  Johnson.  No,  sir;  we  charge  no  commission. 
Mr.  WiLLLAMS.  Wliat  other  fees  do  you  charge,  or  what  other 
expenses  are  there,  outside  of  the  interest  charges  and  premium 
charge  ? 

Mr.  Johnson.  When  a  mortgage  is  made,  we  charge  for  searching 
the  title  at  the  standard  published  rates;  the  State-mortgage  tax 
of  one-half  of  1  percent,  and  for  drawing  the  papers.  There  are 
some  mortgages  where,  due  to  local  competitive  situations,  we  absorb 
that  charge.  We  are  interested  in  getting  interest  for  the  long 
period. 

Mr.  Williams.  That  is  one-half  of  1  percent  ordinarily,  as  I 
understand  ? 

Mr.  Johnson.  About  1  percent  for  the  title  searching,  and  mort- 
gage tax. 

Mr.  Williams.  One  percent? 

Mr.  Johnson.  Yes,  sir. 

Mr.  Williams.  Is  that  amortized  in  the  loan  or  required  to  be  paid 
in  cash  ? 

Mr.  Johnson.  No  ;  that  is  paid  in  the  beginning. 

Mr.  Williams.  It  is  paid  in  the  beginning? 

Mr.  Johnson.  Y^s,  sir. 

Mr.  Williams.  Wliat  does  your  money  cost  you  ? 

Mr.  Johnson.  Two  percent. 

Mr.  Williams.  It  costs  you  2  percent  ? 

Mr.  Johnson.  We  pay  2  percent  to  our  depositors. 

Mr.  Williams.  And  you  loan  it  for  4? 

Mr.  Johnson.  Four  to  five. 

Mr.  Williams.  You  gave  your  experience  awhile  ago  with  reference 
to  losses  you  have  had. 

Mr.  Johnson.  Yes,  sir. 

Mr.  Williams.  You  did  not  take  into  consideration  in  that  figure 
the  operating  expenses  of  your  institution,  did  you? 

Mr.  Johnson.  No;  I  did  not  take  into  account  the  operating  ex- 
penses of  my  institution. 
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Mr.  Williams.  What  would  be  your  operating  expense? 

Mr.  Johnson.  About  three-quarters  of  1  percent. 

Mr.  Williams.  In  addition  to  the  losses? 

Mr.  Johnson.  Yes.  The  balance  goes  to  take  care  of  these  losses 
on  the  write-down  of  railroad  bonds,  for  instance,  and  the  write- 
down of  any  assets  which  we  consider  doubtful.  Then,  as  to  our  sur- 
plus, we  feel  that  our  surplus  must  grow  proportionately  to  the 
deposits.    We  have  about  16-percent  surplus.        ,  .     ,   ,.      ...         , 

Mr.  Williams.  With  reference  to  this  geographical  distribution  of 
the  risk,  do  you  think  in  case  of  a  slump  in  real-estate  values  m  the 
country  that  that  would  be  general,  or  would  it  be  confined  more  or 
less  to  certain  localities? 

Mr.  Johnson.  I  think  it  would  be  more  severe  in  certain  of  tlie 
localities,  in  a  citv  like  Detroit,  for  instance,  which  is  going  to  suffer 
a  slump  due  to  the  slump  in  the  automobile  business;  whereas  the 
textile  business  might  be  all  right  at  the  time;  and  vice  versa. 

Mr.    Williams.  Has    that    been    in    the    history    of    real-estate 

depressions?  .  ^         ^  _^  , 

Mr.  Johnson.  To  some  extent.  We  think  a  slump  like  we  have 
just  gone  through  is  going  to  affect  everybody,  as  you  know;  but 
minor  slumps  often  take  place  in  one  locality  without  takmg  place 
in  another,  due  to  local  conditions. 

Mr.  Williams.  I  am  asking  if,  in  view  of  the  fact  the  slump  was 
o-eneral,  of  course  the  more  widely  distributed  the  slump  was,  the 
worse  it  would  be  and,  instead  of  having  the  insurance  risk  widely 
distributed,  it  would  be  worse,  because  it  would  affect  everybody; 
whereas  in  the  other  case  it  may  be  local. 

Mr.  Johnson.  It  would  not  be  any  worse  than  if  we  had  various 
local  insurance  groups;  it  would  not  be  any  woi-se,  if  it  was  a  deep, 
widespread  slump,  than  if  we  had  local  insurance  groups,  and  it 
would  be  much  better  in  the  case  of  a  minor  slump. 

Mr.  Willl^ms.  Of  course  I  do  not  think  there  is  any  question  but 
what  the  principle  is  sound  that  the  more  widely  the  risk  is  dis- 
tributed, the  better  it  is. 

Mr.  Johnson.  It  is  fundamental  in  all  insurance — ^to  distribute 

the  risk 

Mr.  Williams.  That  is  the  same  policy  that  is  back  of  bank  insur- 
ance by  the  National  Government,  rather  than  by  the  States. 

Mr.  Johnson.  Yes. 

Mr.  GiFFORD.  Being  a  real-estate  operator  who  has  been  on  the 
stand  in  court  so  many  times  as  an  expert  on  real  estate,  is  there  any- 
thing more  shocking  than  the  ^eat  difference  between  real-estate 
appraisals  when  property  goes  into  litigation;  do  you  know  any- 
thing more  shocking  and  more  disconcerting? 

Mr.  Johnson.  No. 

Mr.  GiFFORD.  Recently  I  heard  two  real -estate  operators  testify  as 
to  value;  one  declared  $2,000  is  its  value,  another  $15,000.  This  on 
a  little  $10,000  piece  of  property.  Is  there  anything  more  shocking 
than  the  real-estate  expert's  valuing  property  when  property  is  in 
litigation  ? 

Mr.  Johnson.  I  know  exactly  what  you  mean.  I  agree  with  you; 
I  think  it  is  wrong  and  uncalled  for. 

Mr.  GiFFORD.  It  is  not  understandable. 
i.'iTsr).*?— 39 16 
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Mr.  Johnson.  It  is  not  understandable,  and  it  is  uncalled  for. 

Mr.  WnxiAMS.  Do  I  understand  there  is  no  kind  of  system  or  stand- 
ard set  up  of  appraising  real  estate,  that  you  can  depend  on  at  all? 

Mr.  Johnson.  The  appraisal  of  real  estate  cannot  be  an  exact  sci- 
ence ;  it  is  a  cross  between  a  science  and  an  art.  Sometimes  the  opin- 
ion of  an  experienced  man,  who  may  not  be  able  to  express  his 
reasons,  is  much  better  than  a  long  five-page  appraisal  of  a  man 
without  experience  but  with  a  great  choice  of  words. 

Mr.  Williams.  In  recent  years  it  is  a  fact,  is  it  not,  there  has  been 
an  attemi)t  made  to  set  up  definite,  well-established  standards  for 
appraising  real  estate  ? 

Mr.  Johnson.  Yes,  sir;  there  has  been  a  very  serious  attempt,  and 
the  attempt  is  becoming  more  and  more  successful,  by  the  National 
Association  of  Real  Estate  Boards  and  various  real-estate  boards  and 
associations  of  real-estate  appraisers  who  are  making  attempts  to  set 
up  satisfactory  standards  both  of  ethics  and  appraisals  and  are  ex- 
changing information ;  and  in  the  very  attempt  to  set  up  these  schools 
of  standards,  they  are  accomplishing  a  good  deal. 

Mr.  Williams.  It  is  not  as  much  of  a  guess  and  haphazard  stand- 
ard and  crazy-quilt  work  as  it  used  to  be  ? 

Mr.  Johnson.  No;  it  is  on  a  much  more  scientific  basis. 

Mr.  Spence.  Are  you  required  to  invest  all  your  funds  in  mortgage 
loans  ? 

Mr.  Johnson.  No;  we  are  limited  to  65  percent  of  our  funds  in 
mortgage  loans.  The  rest  we  nuist  invest  in  other  investments — what 
we  call  legal  bonds  and  cash. 

Mr.  Spence.  But  you  are  limited  to  65  percent  on  mortgage  loans  ? 

Mr.  Johnson.  That  is  right.  And  that  might  answer  one  of  the 
questions.  I  should  have  brought  that  out  when  you  were  asking 
about  the  spread  between  the  2  percent  and  the  4  and  5  percent.  In 
our  own  bank,  about  50  percent  of  our  assets  are  invested  in  bonds. 
The  bonds  which  we  have  been  able  to  buy  in  the  last  few  years, 
good  bonds,  especially  Government  bonds,  some  of  them  are  not  pay- 
mg  us  what  we  are  paying  our  depositors,  and  that  takes  care  of 
part  of  the  spread,  also. 

Mr.  Spence.  Your  inclination  now  is  to  get  out  of  bonds  and  buy 
secured  mortgages? 

Mr.  Johnson.  We  always  take  all  of  the  good  mortgages  we  can 
get,  up  to  our  limit  of  65  i^ercent.  Sixty-five  percent  is  about  what 
we  would  usually  like  to  have  invested  in  mortgages. 

Mr.  Spence.  You  usually  have  up  to  the  limit? 

Mr.  Johnson.  Yes,  sir. 

Mr.  CRA^\TORD.  On  that  point  you  were  just  discussing,  have  you 
made  any  calculations  to  show  what  return  might  be  netted  on  your 
investment  of  capital,  if  the  laws  permitted  you  to  put  your  entire 
portfolio  in  insured  paper — to  take  F.  H.  A.  loans,  for  instanced 

Mr.  Johnson.  Eight  now  we  can  get  from  414  to  5  percent.  That, 
of  course,  would  fluctuate  with  the  money  rates. 

Mr.  Crawford.  Let  us  assume  that  you  could  always  obtain  a 
minimum,  say,  of  4i/^,  or  say  it  averaged  434. 

Mr.  Johnson.  Would  we  have  more  income  now? 

Mr.  Crawtord.  Yes. 

Mr.  Johnson.  Yes.    Our  income  now  is  about  3.78  percent. 
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Mr.  Crawford.  If  you  put  everything  into  insured  paper,  where 
would  it  jump  to? 

Mr.  Johnson.  It  would  jump  to  414  and  5 — probably  41/^. 

Mr.  Crawford.  I  have  had  discussion  with  certain  operators  whei*e 
they  claimed  to  me — said  to  me — that  they  can  net  20  ])ercent  per 
annum  on  their  invested  capital  without  going  outside  of  Government 
insured  paper,  if  the  law  would  permit  them  to  do  so ;  therefore,  they 
are  very  much  in  favor  of  this  kind  of  a  plan. 

Mr.  Johnson.  The  only  way  I  can  see  would  be  by  acting  as  a 
mortgage  company  and  turning  mortgages  over  at  a  premium  to  cer- 
tain commercial  banks.  No  savings  banks  are  doing  that ;  they  are 
originating  mortgages  and  selling  them  to  people  who  have  not  the 
facilities  to  originate  mortgages,  and  are  charging  a  premium  up  to 
about  3  percent  and  making  about  a  half  a  percent. 

The  Chairman.  We  thank  vou,  Mr.  Johnson. 

Now  the  next  witness  is  Mr.  Thomas  S.  Holden,  vice  president  of 
F.  W.  Dodge  Corporation,  New  York. 

STATEMENT    OF   THOMAS   S.   HOLDEN,   VICE   PRESIDENT,   F.   W. 

DODGE  CORPORATION,  NEW  YORK 

Mr.  HoLDEN.  My  company  is  in  the  business  of  gathering  and  pub- 
lishing information  about  construction  and  related  matters.  We  have 
been  in  that  business  since  1892.  We  are  looked  to  by  people  in  the 
construction  industry  for  information  of  various  kinds — technical 
information,  information  as  to  trends  of  construction,  kinds  of  build- 
ings that  are  being  planned  and  are  being  built  in  various  parts  of 
the  country. 

Among  my  functions  are  those  of  keeping  track  of  construction 
trends,  the  contacting  of  various  organizations,  attending  functions, 
and  of  meeting  groups  of  people — real-estate  and  construction  people. 
But  we  have  no  direct  interest  in  any  construction  projects,  in  the 
sale  of  any  materials,  or  in  construction  financing;  we  are  observers 
of  all  that  goes  on  in  those  fields.  In  connection  with  that  work,  I 
am  at  the  moment  president  of  the  New  York  Building  Congress  and 
president  of  the  special  housing  committee  of  the  Merchants  Associa- 
tion of  New  York,  although  today  I  am  expressing  my  own  personal 
views  and  am  not  speaking  for  those  organizations. 

I  feel  that  the  enactment  of  the  amendment  before  you  is  very 
essential  for  the  continuation  of  business  recover}^ — the  recovery  that 
has  taken  place  since  the  middle  of  last  year  coming  about  very 
largely  in  the  residential  field.  It  was  aided  very  considerably  by 
the  F.  H.  A.  program,  and  it  is  going  very  nicely  at  the  present  time. 

Since  the  first  of  this  year  the  volue  of  contracts  for  residential 
building  has  been  more  than  double  the  corresponding  period  of 
last  year.  I  think  it  would  be  too  bad  to  see  that  revival  nipped 
in  the  bud  by  a  failure  to  continue  these  very  constructive  activities 
of  the  F.  H.  A. 

Mr.  Luce.  Are  you  referring  to  both  branches  of  the  question- 
new  construction  and  existing  mortgages  ? 

Mr.  HoLDEN.  And  existing  mortgages. 

Mr.  Luce.  You  are  referring  to  both  of  them? 

Mr.  HoLDEN.  To  both  of  them ;  yes. 
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Mr^  Gore.  Are  you  not  also  a  member  of  the  Advisory  Council  for 
the  Department  of  Commerce? 

Mr.  HoLDEN.  Yes. 

Mr.  Gore  Are  you  privUeged  to  reveal  if  they  have  taken  any 
position  with  respect  to  this,  and  if  so,  just  what  that  position  is? 

Mr.  HoLDEN.  Although  our  relationship  to  the  Secretary  of  Com- 
merce is  confidential,  I  think  I  could  say  this,  that  the  Business 
Aclvisory  Council  has  a  housing  committee,  and  we  have  considered 
this  very  question  of  these  amendments  and  have  expressed  to  the 
beci-etary  our  opinion  that  the  enactment  of  these  amendments  is 
essejitial  for  continued  recovery;  that  the  recovery  measures  effected 
by  the  (jovernment  to  assist  real-estate  companies  and  construction 
compames— especially  the  H.  O.  L.  C.  improvement  of  the  home- 
loan-bank  system  and  the  F.  H.  A.— have  aheady  been  verv  much 
appreciated  by  the  construction  industry. 

I  will  say,  judging  from  my  contacts  with  many  people  in  many 
places,  tliat  the  F.  H  A.  program  is  very  highly  regarded  in  the 
construction  industry,  because  it  has  opened  up  financing  for  modern- 
izing and  new  construction  very  generally  throughout  the  country: 
It  has  done  a  great  deal  to  improve  the  constniction  standards  in 
tlie  sinall-house  field;  it  lias  brought  private  capital  into  the  field 
and  has  onlj  re([uire(l  a  small  contingent  liabilitv  for  the  Govern- 
ment. I  think  It  probably  may  be  said  it  is  the^  most  inexpensive 
recovery  measure  that  the  Government  has  adopted.  It  has  tended 
to  make  the  mortgage  practices  all  over  the  United  States  uniform 
and  has  tended  toward  umform  interest  rates,  which  I  believe  to  be 
a  veiy  desirable  condition  of  affaii-s.  It  has  reallv  tended  to  clian<Te 
an  old-fashioned  system  of  mortgage  lending,  which  had  a  «a'eat 
deal  in  common  with  pawnbroking— the  pledge  of  an  asset  or  security 
to  be  redeemed  at  some  later  date— and  turning  it  into  a  credit  sys- 
tem whereby  you  could  consider  the  ability  and  the  opportunity  of 
the  borrower  to  pay  back,  and  make  it  easy  for  him.  That  transi- 
tion from  the  old  system  into  the  new  one  is,  I  think,  one  of  the  most 
constructive  things  that  has  happened  in  the  past  10  years.  It  has 
i-eally  strengthened  our  institutions,  strengthened  our  financial  svs- 
tem,  and  it  is  making  a  revival  of  the  construction  business  possible 
in  this  country.  ^ 

As  one  of  the  factors  in  the  general  money  situation  the  F  H  A 
has  tended  to  bring  interest  rates  down.  Interest  rates  have  come 
down  through  the  fact  that  there  is  plenty  of  available  money  and 
TiT^T??'*  ?.^  different  institutions  competing  in  the  money  market. 
While  the  F.  H.  A.  has  not  been  the  only  one,  it  has  been  one  of  the 
important  factors  m  bringing  those  rates  down.  That  is  a  very  im- 
portant consideration.  "^ 

r  l^^^'^w  ui.^"*i?^r.\''^i  *^^  .^T^  ^"^  ^^^  i^'  «  b^^«k  by  Sir  Charles 
Oorman  Webb,  a  British  financial  expert,  who  has  also  made  quite  a 
study  of  housing  He  recites  in  one  place  in  the  reix)rt  to  the 
^^T}^''^o^^''^V^i  a  certain  type  oi  house  could  be  made  avail- 
able for  $2,000  m  England  if  the  interest  rate  was  4  percent;  but  at 
a  higher  interest  rate  that  particular  class  of  building  or  that  par- 
ticular income  class  could  not  get  a  new  house.  In  Another  place, 
he  shows  where,  durmg  a  4-year  period,  from  1928  to  1932,  when  the 
prevailing  interest  rate  was  between  6  and  6i/o  i^ercent,  the  averao-e 
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number  of  houses  built  in  England  and  Wales  was  about  1,871  a 
year;  in  the  next  4-year  period,  1932  to  1936,  the  average  number  of 
houses  built  was  2,841  a  year — a  51-percent  increase.  And  the  prin- 
cipal difference  was  that  in  the  earlier  period,  when  there  was  a 
smaller  volume,  the  interest  rates  were  from  6  to  6^^  percent,  and 
in  the  second  period,  with  the  much  larger  volume,  the  interest  rate 
ranging  from  5  and  5i/^  and  6  percent  had  gotten  down  to  3i^.  The 
general  level  of  construction  costs  did  not  change  very  much  during 
that  time. 

Mr.  Spence.  What  is  the  title  of  that  book? 

Mr.  HoLDEN.  Three  Million  Houses,  by  Sir  Charles  Gorman  Webb. 
And  on  the  basis  of  a  very  careful  study  and  years  of  experience  in 
finance  and  studying  houses  he  comes  to  the  conclusion  that  the  in- 
terest rate  is  one  of  the  determining  f  actoi*s  in  making  a  large  market 
for  low-priced  buildings. 

And  the  matter  of  refinancing  existing  mortgages  is  imj^ortant,  too. 
Doubtless  you  have  heard  others  raise  the  point  that  many  times  a 
family  which  wants  a  new  house  must  dispose  of  the  one  they  now 
own,  and  you  need  the  financing  for  that  purpose.  It  is  just  like  in 
the  automobile  field:  The  condition  of  the  used-car  market  is  a  de- 
termining factor  as  to  tlie  number  of  ncAv  cars  that  can  be  sold.  How- 
ever, beyond  that,  we  have  the  situation  of  the  institutions  back 
when  the  H.  ().  L.  C.  was  doing  its  refinancing  job.  It  did  two 
things:  It  relieved  alx)ut  1,000,000  home  owners  by  giving  them  a 
better  mortgage,  a  mortgage  that  they  could  pay  up,  in  place  of  one 
they  could  not  pay;  but  it  also  helped  out  the  institutions  very  con- 
•siderably,  because,  Avhile  they  had  to  acknowledge  certain  losses,  they 
got  a  better  security  in  their  portfolios  in  place  of  the  old  dubious 
securities  that  were  exchanged  for  them.  The  F.  H.  A.  so  far,  I 
undei-stand,  has  written  insurance  on  about  $800,000,001)  of  existing 
mortgages:  some  ])robably  as  distress  property;  some  wheie  bor- 
rowei-s  felt  that  perhaps  conditions  of  the  market  entitled  them  to  a 
somewhat  better  deal  than  they  had  gotten  before ;  and,  coui^e,  some 
to  facilitate  sales  in  order  that  the  people  could  purchase  new  homes. 

Mr.  Sacks.  We  gave  through  the  H.  O.  L.  C.  an  opportunity  to 
those  who  were  financially  distressed  and  unable  to  hold  their  prop- 
erties the  right  to  keep  them. 

Mr.  HoLDEN.  Yes. 

Mr.  Sacks.  Do  not  you  think  it  is  just  as  important  for  the  Gov- 
ernment to  trj^  to  relieve  a  little  bit  those  who  are  frugal  to  protect 
their  properties  through  the  F.  H.  A.? 

Mr.  HoLDEN.  I  do,  indeed;  and  I  think  the  people  who  signed  up 
mortgages  5  or  10  years  ago  are  entitled  to  get  a  break  in  this  more 
favorable  money  market  that  exists  today,  just  as  much  as  the  people 
who  happen  to  be  starting  new  homes  today.  I  think  certainly  in 
tlie  field  of  lending  you  should  have  the  market  pretty  well  open,  so 
that  everybody  can  participate  alike  in  the  somewhat  more  advan- 
tageous ocnditions. 

Mr.  Ford.  I  would  like  to  make  an  observation  to  you  on  tliis  point : 
The  building  and  loan  associations  say  that  if  the  existing  mortgage 
loan  were  repealed  they  could  take  up  $1,000,000,000  in  the  next  year 
of  the  money  that  would  be  necessary  for  that  purpose,  through  t^heir 
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blinding  and  loan  associations.    Would  your  observation  lead  you  to 
believe  that  could  be  done  and  on  as  favorable  terms  as  F.  H.  A.« 

Mr.  HoLDEN.  I  question  on  as  favorable  terms  as  F.  H.  A.,  because 
I  have  seen  reports  by  some  of  their  own  committees  stating  that  a 
great  many  of  their  institutions  need  quite  a  considerable  spread 
above  what  they  pay  out  for  their  money  and  what  they  must  charge 
the  borrowers;  that  a  smaller  institution  must  charge  a  higher  rate. 
I  think  it  is  questionable.  They  may  have  available  funds,  but  I 
think  it  is  questionable  that  they  could  give  as  good  terms. 

Also,  I  will  say  in  connection  with  that,  if  their  institutions  are 
elgible  they  could  become  authorized  mortgagees  under  the  F.  H.  A., 
and  many  of  them  have,  and  there  is  nothing  to  prevent  them  from 
coming  in  under  this  program  if  they  want  to  be  in  that  market. 

Mr.  Sacks.  Mr.  Holden,  at  this  point  let  me  ask  you  about  the 
Business  Advisory  Council  to  the  Secretary  of  Commerce,  that  you 
say  is  in  favor  of  this.  Would  I  be  asking  you  to  reveal  a  confidence 
by  telling  who  the  members  are  of  that  committee? 

Mr.  Holden.  I  did  not  quite  hear  all  you  said.  I  said  the  Advisory 
Committee  expressed  itself;  I  am  not  "^speaking  of  the  Secretary  of 
Commerce. 

Mr.  Sacks.  Would  I  be  asking  you  to  violate  a  confidence  by  telling 
us  who  the  members  of  that  committee  are  ? 

Mr.  Holden.  There  are  about  50.  Mr.  Overly  Harriman  is  chair- 
man ;  Mr.  John  D.  Biggei*s,  of  the  Libbey-Owens-Ford  Glass  Co.,  of 
Toledo;  Mr.  Deupree,  president  of  Procter  &  Gamble;  Mr.  Edward 
Stettinius,  president  of  the  United  States  Steel  Corporation;  Mr. 
Koland  Hamilton,  president  of  American  Radiator 

Mr.  Ford.  Is  General  Wood  on  that  committee  ? 

Mr.  Holden.  No;  I  think  he  is  not  on  the  committee.  Mr.  Nelson, 
of  Seare,  Roebuck,  is  on  the  committee.  Mr.  Cannon,  of  the  Cannon 
Mills;  the  president  of  the  Hormel  Packing  Co.  is  one  of  the  new 
members;  Mr.  George  Hill,  of  Houston,  the  head  of  the  Houston  Oil 
Co.;  Mr.  Walter  Teagle,  of  the  Standard  of  New  Jersey — generally, 
it  is  a  group  of  representative  businessmen,  representing  a  number 
of  industries  from  many  localities  tliroughout  the  country.  There  is 
a  banker  fi-om  Omaha  and  one  gentleman  from  San  Francisco.  So  it 
is  broadly  representative,  both  as  to  the  sections  of  the  country  and 
as  to  tlie  industries. 

Mr.  Sacks.  I  would  like  to  ask  you  another  question :  Wliat  do  you 
think  about  these  large-scale  projects  under  section  207^ 

Mr.  Holden.  I  think  they  are  one  of  the  most  important  things 
that  the  F.  H.  A.' does,  potentially— not  yet.  The  operations  under 
that  have  not  yet  approximated  in  size  and  importance  the  small- 
house  mortgages.  What  that  is  doing,  as  I  see  it,  is  inducing,  in 
place  of  the  old  speculative  type  of  development,  investment  housing; 
that  is,  it  is  inducing  a  type  of  enterprise  of  which  we  have  had  some 
examples  in  this  country,  but  not  nearly  enough;  that  is,  where  a 
project  is  entered  into  as  an  investment  to  be  operated  over  a  period 
of  years  for  income,  rather  than  for  some  quick  profit  and  a  quick 
sale. 

Mr.  Sacks.  Is  it,  in  your  opinion,  a  better  financial  practice  to 
operate  and  build  them  under  a  law  such  as  the  F.  H.  A.,  under  section 
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207,  or  to  do  just  what  we  did  in  the  past,  on  a  hit-and-miss  proposi- 
tion, where  it  was  speculative?  1    i^     i.U  ^ 
Mr.  Holden.  I  think  there  cannot  be  much  doubt  about  that— that 

it  is  a  great  advance. 

Mr.  Sacks.  It  is  much  safer  ? 

Mr.  Holden.  Yes.  ^       ,  i  i     i 

Mr.  Williams.  Right  in  that  connection  there  has  been  a  good  deal 
said  here,  and  perhaps  a  good  deal  more  will  be  said  before  we  get 
done  on  the  manner  in  which  big  projects  are  appraised.  Are  you 
familiar  with  that? 

Mr.  Holden.  In  a  general  way.  I  only  know  of  one  of  those  proj- 
ects in  any  detail.  i     i      •     i       i 

Mr.  Williams.  It  seems,  in  addition  to  the  actual  physical  values 
put  into  the  property,  the  money  spent  in  the  development  of  it, 
together  with  the  original  land  values,  there  is  what  seems  to  me  to 
be  a  more  or  less  speculative  value  based  upon  the  community  growth 
and  development  in  the  locality  where  the  project  is  being  built.  I 
was  just  wondering— it  has  been  a  very  serious  question  m  my  mmd 
as  to  how  far,  if  at  all,  in  making  those  appraisals,  there  should  be 
taken  into  consideration  the  future  development  of  the  community. 
It  seems  to  me  that  that  is  very  largely  speculative  and  perhaps  is 

not  sound. 

Mr.  Holden.  I  presume  you  have  reference  to  a  write-up  of  the 
value  of  the  land  above  what  it  may  have  cost  in  dollars. 

Mr.  Williams.  Yes. 

Mr.  Holden.  I  have  been  thinking  a  good  deal  about  that,  because 
I  have  heard  criticisms  outside  as  to  that  procedure,  and  it  seems 
to  me  there  is  a  lot  of  confusion  in  that  situation.  I  think  there  is  a 
difference  between  the  valuation  of  the  land  that  you  place  upon  the 
land  for  the  actual  project  and,  perhaps,  some  enhancement  of  the 
land  adjoining  it.  Now,  if  the  fellow  who  holds  some  land  adjoining 
a  new  development  project  will  get  an  appreciation  in  value  by 
reason  of  the  fact  that  the  other  fellow  has  improved  the  quality  of 
the  neighborhood,  he  has  an  unearned  increment,  and  I  think  the 
man  who  conceives  a  project  and  a  going  enterprise  which  is  going 
to  be  a  going  enterprise  to  furnish  shelter  to  people,  and  who  gets 
together  the  architects,  contractors,  assembles  the  land  and  goes 
through  the  financing,  and  so  on — I  think  he  does  create  a  value 
there  that  is  over  and  above  the  total  number  of  dollars  spent  for  the 
physical  property. 

Mr.  Ford  does  that.  TMien  a  car  comes  off  of  the  assembly  line 
in  Mr.  Ford's  factory  it  is  worth  more  than  the  sum  total  of  the  steel 
and  the  glass  and  the  rubber  that  goes  into  it.  In  the  census  we  call 
it  the  value  added  by  manufacture.  If  he  did  not  create  that  added 
value  we  would  not  pay  him  a  price  which  nets  him  a  profit.  If  he 
can  sell  it  on  the  market  at  a  price  which  nets  him  a  profit,  he  is 
collecting  that  value  w^hich  he  has  added  by  putting  all  these  things, 
together. 

I  feel  that  in  organizing  the  enterprise,  which  a  project  is  going 
to  be,  if  it  is  going  to  furnish  good  rental  accommodations  for  20,  30, 
or  50  years,  that  there  is  perhaps  an  intangible  value  created  by 
putting  all  those  things  together,  so  that  the  real  thing  we  should 
look  at  on  the  financial  statement  of  such  a  company  is  the  ijermitted 


f 


244 


AMENDMENTS  OF  1939  TO  NATIONAL  HOUSING  ACT 


total  capitalization.  I  think  perhaps  confusion  has  arisen  because 
they  have  attributed  that  added  value  to  the  land.  That  has  grown 
up  because  in  the  old  days  the  only  reason  a  fellow  usually  had  for 
developing  a  project  like  that  was  in  order  to  make  a  profit  on  his 
land.  He  thought  of  the  buildings  as  some  trimmings  to  put  on  it 
so  he  could  sell  the  land.  So,  bemg  essentially  a  land  operator,  he 
thought  in  terms  of  land,  and  he  was  going  to  make  a  swell  profit  on 
his  land  and  he  woidd  throw  in  these  other  things  in  order  to  make 
a  sale. 

If  it  is  going  to  be  an  investment  project  that  operates  over  the 
years,  the  quick  sale  of  the  land  disappears  as  a  factor  in  tlie  thing, 
and  what  you  want  to  gQt  in  those  projects  is  a  fair  total  capitali- 
zation. I  would  feel  that  the  F.  H.  A.  might  clear  up  that  matter 
and  clear  up  tlie  confusion  and  perhaps  meet  that  criticism  if  they 
would  attribute  that  Avrite-up  to  the  value  added  by  tlie  development, 
m  reaching  a  proper  total  capitalization  of  the  project,  rather  than 
crediting  it  to  the  land.  Mr.  Ford  does  not  credit  his  piofit  to  his 
chassis;  his  profit  inheres  in  the  whole  car  and  in  the  spread  l)etweeu 
his  total  costs  and  his  selling  price. 

So  that  I  think  with  a  certain  figure  attributed  to  the  appreciation 
of  the  land  we  get  in  there  a  conf  usitm  of  the  unincrement  of  the 
other  fellow  who  does  no  development  work,  and  we  get  a  confusion 
of  the  old-fashioned  speculative  procedure  in  there  which  usually  is 
open  to  just  criticism.  And  I  think  if  the  terminology  were  made 
clear,  that  then,  instead  of  looking  at  that  one  item,  we  would  look 
at  the  whole  thing  just  as  a  going  business  enterprise  properly 
capitalized. 

Mr.  AViLLiAMS.  It  seems  to  me  that  that  system  is  open  to  pretty 
severe  criticism  and  perhaps  some  severe  losses.  There  is  an  element 
of  speculation  inserted  in  it  which  seems  to  me  makes  it  harder  to 
evaluate.  For  instance,  we  have  had  the  criticism  here  of  a  number 
of  these  pi-ojects  where,  we  will  say,  there  is  $50,000  invested  in  the 
land,  and  then  in  the  finished  product  the  value  of  that  land,  over  and 
above  Avhat  it  was  bought  for  and  its  actual  value  at  the  time  was 
perhaps  increased  four  times;  in  other  words,  the  promoter  or  sponsor 
put  only  $50,000,  we  will  say,  to  illustrate  the  proposition,  in  the 
project,  and  borrowed  all  of  the  rest  of  the  money ;  and  when  it  was 
finished  he  had,  we  will  say,  a  valuation  there  of  $150,000  more  than 
he  put  into  it.  Now,  it  seems  to  me  like  that  throws  open  the  gates 
for  a  pretty  wide  field  of  speculation,  and  he  receives  stock  in  the 
corporation  to  the  extent  of  $150,000  representing  only  $50,000  that 
he  put  into  it  ouiginally.  That  may  be  an  extreme  case,  but  I  mve 
that  simply  to  illustrate  the  point. 

Mr.  HoLDEN.  Yes.  As  I  say,  my  criticism  is  I  do  not  think  that 
mark-up  ought  to  be  credited  to  the  land. 

Mr.  Williams.  It  seems  to  me  it  makes  no  difference,  because  the 
jnan  gets  the  value  of  it.  I  mean,  if  he  gets  credit  of  $150,000, 
whether  it  is  attributed  to  the  land  or  the  building,  the  fact  is  he  has 

i"^^^V^^I^^.^^"  ''^  !".^  engaging  in  the  project,  $150,000  when  he  only 
had  $50,000  invested  m  all. 

Mr.  HoLDEN.  But  might  not  this  occur :  That  where  the  land  costs 
$50,000,  that  i-eally  this  man  who  puts  in  the  land  is  also  the  organizer 
of  the  project,  and  he  has  spent  many  months  in  negotiating  with 
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architects,  contractors,  with  F.  H.  A.  officials,  and  so  on ;  he  has  had 
the  original  conception  of  this  business  enterprise  and  will  undertake 
the  management  of  it  ?  Now,  those  services  to  the  project  are  worth 
a  great  deal,  are  worth  quite  an  appreciable  amount  to  the  project. 
By  habit,  he  writes  that  into  a  land  value.  I  would  rather  credit  that 
in  another  account  not  attributed  to  the  land.  I  think  it  is  very 
likely  that  the  project— we  will  say  that  the  total  "dollar"  expenditure 
for  construction,  for  land,  for  improvement  of  the  grounds,  and  all 
expenses,  architects'  fees,  and  everything  else,  amounted  to  $1,900,000 ; 
I  would  say  it  might  very  properly  be  capitalized  at  $2,000,000,  and 
permit  it  to  earn  on  the  basis  of  $2,000,000,  giving  credit  to  the  organ- 
izing ability,  the  organizing  activity,  and  the  value  created  by  the 
launching  of  a  project,  instead  of  looking  at  a  piece  of  land,  say,  and 
a  lot  of  bricks  in  a  brickyard,  and  a  lot  of  glass  in  a  glass  factory,  and 
so  on;  and  that  the  process  of  putting  all  of  those  together  and  initiat- 
ing a  business  enterprise  is  entitled  to  a  reward.  Now,  if  that  reward 
is  in  the  capitalization,  you  merely  say  you  are  permitted  to  earn  divi- 
dends on  the  basis  of  $2,000,000,  instead  of  on  the  basis  of  $1,900,000, 
which  is  the  sum  total  of  dollars  that  was  spent. 

As  I  say,  I  think  the  attributing  of  that  amount  of  mark-up  to 
appreciation  in  the  land  is  erroneous  accounting;  but  I  think  there 
is  a  place  for  that  mark-up  based  on  the  development — of  the  value 
added  by  the  development. 

The  Chaieman.  I  want  to  ask  you  why  should  there  l)e  necessarily 
any  binding  effect  upon  the  appraisal  accomplished  by  the  price  paid 
for  a  piece  of  property,  one  way  or  the  other?  There  might  l)e  a 
case  where  it  should  be  appraised  for  less  than  it  cost ;  unless  it  is  a 
part  of  the  immediate  construction,  they  do  not  ulways  buy  the  land 
when  they  start  the  house. 

Mr.  HoLDEN.  That  is  right. 

The  Chairiman.  I  do  not  see  w^hy  there  should  be  an  arbitrary  rule 
that  you  have  to  put  it  at  the  cost  price,  or  make  the  price  above 
that,  or  limit  it  to  the  land  alone. 

Mr.  HoLDEN.  Right.  I  think  that  is  another  way  of  saying  what 
I  was  trying  to  say. 

Mr.  Williams.  Of  course,  I  do  not  want  to  be  understood  as  saying 
that  the  cost  price,  the  price  paid  for  the  land,  has  anything  at  all 
to  do  with  it. 

The  Chairman.  No;  I  understand  what  you  mean. 

Mr.  Williams.  I  am  talking  about  the  actual  value  of  the  land 
at  the  time  the  project  was  begun,  and  then  having  it  put  into  the 
finished  product  at  three  or  four  times  its  value.  I  am  very  sure 
Mr.  Holden  understands  what  I  am  driving  at. 

Mr.  Holden.  Yes. 

Mr.  Ford.  Let  us  take  the  adjoining  land,  for  instance,  after  the 
improvement  goes  up.  Say  they  bought  originally  50  acres  for 
$50,000.  You  could  not  buy  the  adjoining  50  acres  for  $50,000  after 
this  improvement  is  built,  could  you? 

Mr.  Holden.  Usually  it  cannot;  but  I  think  in  the  end  what  we 
are  talking  about  is  this :  You  must  appraise  the  going  value  of  the 
finished  product,  rather  than  being  overly  critical  about  the  detail^; 
that  go  to  make  up  that  value,  as  to  cost  and  so  on.  If  $2,000,000  is 
a  good,  sound,  conservative  appraisal  of  the  going  value,  I  think  it 
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does  not  have  to  equal  exactly  the  sum  total  of  dollars  required  to 
buy  the  bricks,  the  mortar,  and  the  land. 

Mr.  Crawford.  Mr.  Holden,  do  you  think  it  was  the  legislative 
intent  of  Congress  that  this  20  percent  which  was  provided  for  should 
pennit  a  capitalization  of  such  a  mark-u])  as  you  have  here  referred 
to? 

Mr.  HoLDEN.  I  think  within  reasonable  limits  it  should;  just  as  I 
think  within  reasonable  limits  Mr.  Ford  must  mark  up  liis  car  a  bit 
in  order  to  have  a  profit. 

Mr.  Crawford.  Let  me  ask  you  this :  We  created  the  Securities  and 
Exchange  Commission  partly,  we  will  say,  to  exercise  supervision 
over  the  issuance  of  securities  and  to  prevent  the  issuance  of  what 
some  people  term  watered  stock  being  included  in  the  capital  struc- 
ture. Now  is  this  stock,  in  effect — this  element  to  which  you  liave 
referred— an  organization  expense  or  watered  stock,  insofar  as  a 
stock-certificate  dollar  value  is  placed  on  the  organization's  skill  and 
abiliy,  and  the  bringing  together  of  those  various  elements  you  have 
described  ? 

Mr.  HoLDEX.  I  think  that  is  susceptible  to  abuse  and  it  has  been 
abused  in  the  past.  I  think  that  depends  on  sound,  conservative 
administration  and  an  analysis  of  each  project  as  to  whether  the 
amounts  allowed  or  allowable  as  capitalization  are  reasonable  and 
fair,  and  I  think  that  depends  on  good  business  judgment  by  the 
Administrator.     I  do  not  think  you  can  make  any  rule  about  it. 

Mr.  Crawford.  But  you  do  feel  this — I  would  like  to  have  as 
definite  a  statement  as  you  will  give  us  on  this — tliat  the  organizer, 
or  dreamer,  or  fellow  who  conceives  this  project  and  makes  it  i-eal, 
is  entitled  to  a  capitalization  fee  for  his  services. 

Mr.  HoLDEN.  Yes ;  in  lieu  of  other  compensation. 

Mr.  Crawford.  Without  committing  your  committee,  I  want  to  get 
your  personal  observation  of  this.  I  understood  you  to  say  that  your 
committee  has  recommended  to  the  Department  of  Connnerce  that 
the  activities  of  the  F.  H.  A.  be  continued  for  the  purpose  of  assist- 
ing in  bringing  about  additional  recovery.  Would  you  recommend 
it  as  a  permanent  institution  of  the  Government  ? 

Mr.  HoLDEN.  I  think  it  is  very  difficult  to  say  now  whether  it  is 
needed  as  a  permanent  institution.  It  has  been  facilitating  a  transi- 
tion through  a  critical  period,  to  assist  a  change  in  our  concepts  of 
real-estate  values  and  in  our  concepts  of  sound  mortgage  practice. 
We  did  not  know  10  years  ago  what  we  were  going  to  need  today ;  I 
am  not  sure  that  we  know  now  what  the  needs  of  10  years  hence  are 
going  to  be.  I  think,  in  an  important  sense,  it  is  experimental.  I 
think  the  needs  of  the  day  say  that  the  experiment  should  be  con- 
tinued and  that  possibly  the  thing  Mr.  Johnson  suggested— that  is, 
hat  the  mutual-insurance  function  might  he  taken  over  by  private 
capital — might  happen  or  that  5  or  10  yeai-s  from  now  we  will  have 
more  experience  and  a  basis  on  which  we  could  answer  your  question. 

Mr.  Crawford.  W^ould  I  be  reasonably  correct  in  assuming  that 
your  committee,  then,  somewhat  approaches  this  F.  H.  A.  element 
of  your  recommendations  from  the  viewpoint  that  it  is  for  the 
moment  a  means  of  helping  get  out  of  the  temporary  or  present 
predicament  ? 

Mr.  HoLDEN.  Yes. 
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Mr.  Crawford.  And  that  you  make  your  recommendations  without 
having  in  mind  anything  with  reference  to  its  becoming  a  i3ermau- 
ent  institution?  . 

Mr.  HoLDEN.  I  say  they  believe  it  is  sound,  and  the  question  of 
permanence  has  not  been  discussed. 

Mr.  Sacks.  Mr.  Holden,  on  this  question  of  this  write-up  ot  the 
value  of  the  land,  it  is  not  true  that  under  the  F.  H.  A.  as  set  up, 
and  the  law,  there  is  no  actual  money  given  to  anybody  m  the  way  of 
profit,  when  the  buildings  are  completed,  by  any  institution  insured 
by  the  Government? 

Mr.  HoiiDEN.  I  believe  that  is  true.  _ 

Mr.  Sacks.  That  the  only  thing  they  get  is  a  stock  dividend ;  is  that 

right? 

Mr.  HoLDEN.  That  is  right.  .     .    .  . 

Mr.  Sacks.  And,  furthermore,  the  amount  of  money  is  limited,  is  it 
not,  by  the  act  and  the  F.  H.  A.  policy  and  regulations  ? 

"NTt*  TToliDen   Y'es  *  correct. 

Mr!  Sacks.  Therefore,  the  only  thing  this  man  has  is  some  stock- 
that  is,  after  20  years,  if  this  is  paid  off,  he  would  have  that  stock ; 
and  if  it  should  not  be  paid  off  the  Government  would  get  tlie  build- 
ings, and,  according  to  the  act,  they  must  be  obtained  at  no  greater 
than  the  construction  value,  and  would  also  get  the  land ;  whether  it  is 
written  up  at  $200,000  or  $50,000,  they  get  that  piece  of  land  ? 

Mr.  HoLDEN.  Certainly;  the  mortgagee,  of  course,  has  the  first 
claim  on  the  income,  as  well  as  the  profit. 

Mr.  Sacks.  That  is  right;  therefore,  if  it  is  successful,  he  gets  the 
land  and  that  is  the  end  of  it.;  if  it  is  not  successful,  the  Government 
gets  the  building  plus  the  land,  and  there  is  no  loss  regardless  of  the 
write-up  ? 

Mr.  HoLDEN.  If  this  were  set  up  so  that  they  were  going  to  make  a 
quick  turn-over  and  sell  it  quickly,  it  could  be  abused,  as  it  has  been 
a  good  many  times  in  the  past ;  but  that  is  not  in  contemplation. 

The  Chairman.  Thank  you,  Mr.  Holden,  for  your  statement. 

Mr.  Kraft,  will  you  please  come  around.  We  have  with  us  Mr. 
William  Kraft,  who  represents  the  Home  Builders  Association  of 
Philadelphia  and  Suburbs,  and  who  would  like  to  make  a  statement. 
We  will  permit  you  to  make  your  general  statement  for  the  record, 
if  you  wish. 

STATEMENT  OF  C.  WILLIAM  KRAFT,  JR.,  ON  BEHALF  OF  THE 
HOME  BUILDERS  ASSOCIATION  OF  PHILADELPHIA  AND 
SUBURBS 

Mr.  Kraft.  My  name  is  C.  William  Kraft,  Jr.  I  repi'esent  Daniel 
G.  Kelly,  who  is  acting  for  the  Home  Builders'  Association  of  Phil- 
adelphia and  Suburbs. 

Mr.  Chairman,  I  wonder  if  I  might  have  leave  to  offer  in  the 
record  at  this  time  a  letter  which  is  addressed,  this  one,  to  Mr.  P. 
Allen  Goldsborough,  together  with  an  exhibit  which  is  appended  to  it, 
similar  letters  having  been  delivered  at  the  desks  of  the  other  mem- 
bers of  the  committee  this  morning,  and  this  not  being  directed 
directly  to  Mr.  Goldsborough,  but  to  the  committee  as  a  whole  ? 


♦ 


li 


248 


AMENDMKNTS  OF  1930  TO  NATIONAL  HOUSING  ACT 


AMENDMENTS  OF  10:J9  TO  NATIONAL  HOUSING  ACT 


249 


The  (^HAiRMAN.  Voii  may  api^eiul  that  to  your  statement,  if  you 
wish,  and  there  will  be  no  (*)bjection.  Of  course  it  is  all  on  this  sub- 
ject matter. 

Mr.  Kraft.  Yes:  and  the  exhibit  annexed  to  it  deals  directly  with 
the  question  that  is  directly  raised  about  the  safety  phase  of  the 
Federal  Housin«r  Administration. 

The  Chairman.  We  thank  you. 

(The  papers  submitted  for  the  record  by  Mr.  Kraft  are  as  follows:) 

An  ArwAi.  hy  thk  Homk  Buii.dkrs*  Association  of  Philadelphia  and  Suburbs 

FWR     CiJNTINUAXtE     €¥    THK     I*IIF»EN  T     FkIHIKAL     HOUSING     ADMINI^^TBATION     Ex 
TENSION 

Home  BunjH-xs'  Association  of  rHii^NDEiPHiA  and  Subukbs, 

PhiUulelphin,  Pa.,  MtinJi   J:i,   1949. 

Kepresentalive  P.  Allen  Goldsboroioh, 

NcH  House  Office  Building,  Waxhinffton,  D.  C. 

Dear  I^htkesentatr-e  Goldsijorouou :  In  yonr  deliberatiuiis  i csiKcting  the  pro- 
posocl  extension  of  the  Nationsil  Honsing  A<t,  we  respeetfnli.v  request  your 
thoughtful  eonsiflersition  of  the  factors  involveil  that  make  the  eontiiinance  of 
the  act  so  vital,  not  only  to  the  building  industry,  but  to  that  of  all  industries 
allied  to  that  of  building. 

At  the  outset  we  wish  to  point  out  that  the  rea.son  for  tlu*  original  passage 
of  the  act,  nanjely.  to  afford  a  method  of  financing  that  \v<inld  stinnilate  building, 
thereby  putting  millions  back  to  work,  still  exists.  Nothing  has  happened  since 
the  p-issage  of  the  net  to  justify  the  con<-lusion  that  the  act  nuiy  now  be  safely 
discontinuefl.  No  other  agency  has  sprung  intc»  being  that  can  or  will  take  tli<- 
plare  of  F.  H.  A.  financing,  as  now  constituted.  Trust  comiMinies,  insurance 
companies,  building  and  loan  asstxiations,  Federal  savings  and  loan  associations, 
and  other  lending  agencies  will  not  lend  up  to  00  percent  without  the  F.  H.  A. 
guaranty.  Statute,  charter,  and  con.servative  business  mandates  enacted  through 
the  years  prohibit  the  lending  of  money  with  but  10-percent  security. 

The  argmnents.  however,  that  dictate  the  p<iliey  of  privately  oAvned  financial 
institutions  do  not  apply  to  a  governmental  agency.  If  government  is  to  endure, 
it  must  function  in  such  a  way  that  our  people  may  not  only  have  employment, 
but  a  pia<  e  to  live  and  in  a  manner  that  will  foster  happiness. 

Though  it  be  admitted  that  over  a  term  of  years  some  loss  will  result  due  to^ 
financing  up  to  90  iKjrcent  of  the  value,  the  fact  remains  that  the  Nation's 
wealth  is  being  enormously  increased  by  the  building  of  homes  worth  billions 
of  dollars.  Failure  to  continue  the  act,  on  the  other  hand,  will  result  in  tre- 
mendous unemployment,  not  only  in  the  building  industry,  but  in  all  allied 
industries  that  manufacture  and  supply  building  materials  and  supplies.  Fail- 
ure to  continue  the  act  will  further  make  impo.s.sible  an  increase  in  employment 
which  otherwise  would  result,  as  building  is  today  just  starting,  as  the  demand 
far  exceeds  the  supply. 

Granting,  for  the  sake  of  argument,  that  there  may  be  some  loss  by  reason 
of  the  continuance  of  the  act,  we  contend  that  such  loss  to  the  Government 
would  not  be  nearly  as  great  as  the  loss  occasioned  by  reason  of  the  discon- 
tinuance thereof,  ^ue  to  the  addition  to  the  ranks  of  the  building  industry 
unemployed  to  P.  W.  A.,  W.  P.  A.,  and  relief  generally.    May  we  illustrate : 

The  records  of  one  of  our  members  (and  this  is  a  typical  case)  show  that 
during  the  past  year  617  homes  were  sold  in  the  Philadelphia  area  for  $5,000  or 
under.  Jjess  than  10  percent  of  these  prospective  home  OAAniers  could  have  pur- 
chased their  homes  without  present  F.  H.  A.  financing.  This  data  is  made 
possible  of  a.scertaiument  by  a  study  of  the  credit  reports  of  the  respective 
purchaser,  showing  the  available  cash  and/or  securities  on  hand  at  the  time 
of  home  acqui.sition.  The  cost  of  'abor  in  a  hnnse  selling  for  $5.00<1  is  approxi- 
mately $1,500—1,700  working  hours  at  an  average  of  90  cents  per  hour.  A  dis- 
continuance of  the  F.  H.  A.  Act  in  this  builder's  case  alone  during  the  past  year 
would  have  meant  a  loss  of  550  otherwise  available  sales,  and  a  resultant  loss  to 
labor  in  dollars  of  $l,r)00  (the  labor  cost  of  1  house)  times  550  unbuilt  houses, 
or  $750,000— besides  a  tremendous  additional  labor  loss  to  the  employees  engaged 
in  the  manufacture  of  building  materials  and  supplies  of  not  less  than  $750,000, 
or  a  total  labor  loss  of  $1,500,000. 
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This  same  fact(»r,  in  what  we  call  an  outstanding  illustrative  case,  must  lie 
multiplied  at  Unist  .six  times  to  give  the  complete  and  authentic  picture  of  all 
new  houses  development  in  the  metropolitan  Philadelphia  area  from  the  time 
the  F.  H.  A.  liberalized  amendments  were  enacted  in  the  spring  of  lO:^  to 
^late — 1  year.  Tims  the  official  records  show  new  house  construction  of  approxi- 
Tuately  2,000  houses,  plus,  in  the  city  proi^er,  in  the  past  year  and  a  total  of 
more 'than  1,900  new-house  units  in  adjoining  counties,  niakuig  a  grand  total 
production  of  about  4,000  new  houses  for  the  greater  Philadelphia  area— there- 
fore, the  single-operative  case,  above  referred  to,  should  properly  be  multii)lie<l 
l»y  ti.  which  results  in  a  grand  total  of  8,700  new  houses  out  of  4,(M.J0  which 
would  be  adver.sclv  affected— making  a  total  labor  loss  in  dollars  of  $4.5mo,00«»  in 
direct  constructi(»"n  at  the  job,  and  $4,500,000  additional  and  iiK-idental  lainjr 
loss  at  the  .source  of  supply,  or  a  grand  total  labor  loss  of  .$9,000,000. 

This  situation  al)ove  outlined,  as  applicable  to  the  Philadelphia  metronolltan 
section,  is  also  <lire«-tly  applicable  to  all  other  comparable  metrt»polit:ni  areas 
in  the  Nation,  with  a  slight  variance  perhaps  in  lnlH»r  <-osls— any  Mi-mlu'r  of 
Congress  can  take  the  official  residential  building  figures  of  the  district  he 
represents  and  then,  using  the  above  yardstick,  come  very  close  to  finding  out 
what  the  termination  of  V.  H.  A.  extensions  will  mean  to  the  average  buyer 
and  the  residential  building  industry  in  his  or  her  particular  connnunity. 

Major  sources  of  supply,  including  basic  materials  such  as  lumber,  st(me, 
steel.  copiK>r,  zinc,  and  other  ingredients,  it  must  be  noted  are  in  many  cases 
far  removed  from  the  metropolitan  center,  in  which  new-hous(»  construction  is 
most  active  atul,  therefore,  these  communities,  whicli  might  be  rated  as  supply 
centers  will  be  disastrously  affected  likewise. 

The  great  majority  of  new  construction  turned  out  by  the  memlM^rs  of  this 
association  is  in  the  $6,000  and  under  price  cla.ss.  However*  a  substantial 
amount  of  new  houses  are  being  built  and  sold  daily  in  price  brackets  ranging 
from  $6,000  to  $10,(X)0,  and  in  many  cases  on  up  to  the  peak  $20,000  price  range. 
The  future  of  this  type  of  construction  is  inherently  bound  up  with  the 
ability  of  potential  purchasers  to  first  dispose  of  existing  or  older  properties— 
in  otiier  words,  there  must  be  a  constant,  wholesome  tuni-over  of  what  we  call 
the  resale  market,  in  direct  parallel  to  the  manner  in  which  the  automobile 
industry  and  many  large  home  equipment  industries  operate.  For  that  reason 
it  is  absolutely  essential  that  the  facility  for  underwriting  80-percent  loans, 
of  20-year  term,  be  continued  under  the  F.  H.  A.  plan  for  so-<alled  existing 
properties. 

A  survey  of  our  members'  1939  spring  building  activity,  proves  ccmclusively 
what  will  happen  if  the  F.  H.  A.  Act  is  discontinued,  and  bears  out  the  predic- 
tion (mtlined  in  the  preceding  paragraph  relative  to  tmemployment.  Almost 
without  exception  the  builders,  members  of  this  organization,  are  today,  seeking 
options  to  purchase  ground,  the  exercise  of  the  option  to  depend  ui)on  whether 
<»r  not  the  F.  H.  A.  Act  is  continued  in  its  present  form  by  Congress. 

We  wish  in  conclusion  to  call  attention  to  the  fact  that  the  Federal  Housing 
Administration  is  functioning  upon  sound  fundamentals.  (We  have  oiulined 
our  reasons  for  so  stating  in  exhibit  A  attached  hereto  and  made  part  hereof.) 
As  a  result,  the  citizens  have  confidence  in  the  value  of  the  home  purchased 
through  its  medium.  Hundreds  of  thousands  of  new  homes  are  needed  in 
America  today,  particularly  for  the  prospective  purchaser  in  the  lower  bracket 
<-lass  with  income  of  from  $1,500  to  $2,500  i)er  year. 

Abandon  the  act  and  the  ability  of  our  average  American  to  own  his  own 
hrane  is  lessened  90  percent. 

We   respectfully   request   that   you   recommend    to   Congress,    through    this 
honorable  committee,  the  continuance  of  the  F.  H.  A.  Act.    Thank  you. 
Respectfully  submitted, 

Home  BuiLDms'  Association  of  Phii.adeiphia  and  Suburbs, 
Carroll  Shelton,  Executive  Secretary. 


Exhibit  A 

I.    THE    SOUNDNESS    AND   SAFETY   OP   THE    F.    H.    A. 

The  safety  of  the  F.  H.  A.  is  a  fact,  based  on  the  experiences  of  the  past. 
This  experience  data  has  given  us  the  following  definite  elements  which  have 
served  to  define  the  right  and  wrong  of  sound  mortgage  practice : 
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by'tL*ffi;i  H^X  I'Cnl' ,"^*"'■'■'"'■^7-T'":  •""-'""»  '"  »"-  borrower 
of  income,  and  Derson«li.^»i^  *"'"'"'"  ,''"''  '•elation  to  earnings,  stability 
systen,.    Even  tc^armanv-'ZH^  '^J'^  unknown  under  any  previox.s  t^o^^ige 

afforjleji  b.v  a  rigid"  kam"L,io^'"of  n'f  .onwer°l'^,e"l'  ''"''^'^'^^  ^hat^fe 
the  Federal  Honsing  Administration—     '""""*'''•     ^''^  I'orrower  must  satisfy 

to  %y^Vms  ToUSi'lenX  llmit'^h^rr  *''?  "''  ™"  -^»  »«»"' 
As  an  illustration  of  thri  r uti'fv  w  h  wl  iVh  fSI^^'T"  ,<'^«'"'*'y  established, 
tion  examines  and  weigL  thrborro  ver  i^miiht  JL^'f?',"^""'"^  Administra- 

obligation  he  is  about  to  incur         """O"*-'   •"»'   "is   real  ability  to  meet   the 

rei'L^'t'  someTme'in  riTp^sr-fncffhlft-  I!"'*-!!  ""^^■^■"  ™"*"'—  «■»' 
future.  *  ■'""'*  """  f*""  ■'  "■>"  continue  to  be  so  in  Oie 

do^s  ";^  r:rr';;^;^Te'frs,'atemerit",;f  tl?e''.r"'^'™'  «""^">«  Administration 
but  direelly  investigateTJrith  the  e  mlolr   1-    /  ^^^    "'  '"  '"**  •''"Ploynient, 

investigates  the  aet^^rincCefi'^r.rS'!;'f'';Sat"b^is'i^ir  '"""^^■"  '='  "'  ""-"-■ 
^(3)  That  he  is  honest  and  has  no,  defaulted  on  any  of  his  obligations  in  the 

l.la,?ning''S'"nigh^,;h3^  -u'd  oi^efn'/''^    'T'-^'r    "!   '"'W^/o^.-Scientiflc 

Setrr  ^"^r^ainr  H  r  TS^^^^^^^^^^^  p-^obleWnnatl^ 
manent  financing  is  do.  e  in  ZEfstnW^*  "w '•"'"  "l  'K  "^""O"  *"»■  !*>■- 
disastrous  consequences  of  Soorlvb^nterfs^h,!-''''''^'  "i'^P'o''*'.  avoiding  the 
borhood  relationshlpr  "  S"bdivisions  and  inharmonious  neigh- 

Selection  and  inspection  of  properties  covers  • 

'^'^^^'^^^  Of  the 

int^^"S  Jotf bi^erT  rrr  Zn  :iAr ''"^^^ 

tion  before  he  start"  to  bmur  ""'*'  ""^  ''"'""''''  •'"""y^'^  «'  "is  loca- 

Appraisals  of  ground  values  are  uo  longer  left  to  cuvU<,t.^..^  i.:<. 
ator.^   The  approach  under  F.  H.  A.  i/'Z^^  ::::^T^:^:  ^  TtS, 

rminJt^oV'"''""'  «""  "•"^"'  '"  ^--'t'-o'F.'n.TnX^^rbaS^^^^  th^I 

^tif  a^r:ri  sXifii^-T^rsTy*^^^^  "« -- 

11- b^;.fr  ^n^ f;ir  ^^^^  -  «---nL^  ;S"iKl 

In^aT^^f  :u^d  rs.'rrnr^,rrtTf4;rS^1^^^^ 

ofp;r'rtirew\tm"era-ii^ei;:?e^^^^^^^ 

ti,i^^  ^?«^^'2/  or  ^/ie  8ingle-mortga{/e  system.^The  greatest  dane-Pr  in  f»,^  «„  *  • 
the  entire  real-estate  picture  has  been  the  seonn/t..^!?  ,SP^  *^  ^^®  P^s<^  ^^^ 

gages  were  written  over  fir<<t  morflL?«  nfSv  h     '^^^'*^^-     ^'^^^^  «^^0"d  mort- 
were  written  withourbenem  oHKrint^^^^  ''^"^»'f  t  mortgages 

F.  H.  A.  procedure.    The  calling  fir  '^ivmeut  n?  fif^     *^'  provided  by  standard 
country  was  the  signal  for  tC  enVfre^  es^n?ctio^^  throughout  the 

structure.  (lesrrucnon  of  the  second-mortgage  super- 

(d)    Wide  margin  of  snfctii  of  the  Govennnrnt  Hut^  tr.  i 
F.  H.  A.  mortgages—  isoicnimcnt  due  to  low  rnrnjhifj  charges  on 

1.  Low  interest  rates. 
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2.  Low  construction  costs,  low  ground  values,  low  tinancing  costs,  all  due  to 
prior  deflation  of  last  10  years  and  to  ¥.  H.  A.  low  interest  and  financing  charges. 

3.  Taxes,  insurance,  and  all  charges  are  paid  monthly. 

4.  The  entire  carrying  charge,  including  amortization,  is  between  25  and  4ll 
percent  less  than  rental  value,  which  provides  a  wide  margin  of  safety  if  default 
should  occur  and  F.  H.  A.  would  have  to  take  the  proi)erty  over.  Rental  in- 
come would  more  than  pay  all  charges,  interest,  and  amortize  the  loan  at  a 
faster  rate  than  even  originally  provided. 

5.  The  low  monthly  expense  on  an  F.  H.  A.  mortgage  affords  double  safety— 

To  the  borrower,  who  can  always  rent  the  property  at  a  figure  larger  than 
the  monthly  charge  under  F.  H.  A. ;  which  provides  a  delinite  incentive  to 
hold  the  property  even  if  he  meets  with  economic  reverses: 

To  the  Government — as  the  property  can  be  advantageously  disposed  of  to 
a  new  purchaser  who  will  be  definitely  attracted  by  the  low  moutbly  expense 
of  the  mortgage — ov  the  property  can  be  hehl  and  all  expenses  more  than 
met  out  of  income. 

II.    WHAT  WILL  HAPPEN  IF  F.    H.  A.   IS    NOT  CONTINUED  IN   ITS   PEF^SENT  FORM 

(a)  The  market  for  new  homes  will  be  seriously  impaired  or  entirely  dis- 
appear due  to — 

1.  The  fact  that  purchasers  will  no  longer  be  able  to  rely  on  F.  H.  A.  scientific 
investigation  and  approval  of  new  construction. 

2.  The  fact  that  the  purchaser  will  be  placed  in  the  position  of  having  to  go 
back  to  the  old  "two-mortgage  system." 

3.  Construction  standards  will  go  back  to  the  Jerry  standards  of  a  previous 
era. 

4.  Monthly  charges  will  go  up  again  due  to  higher  interest  rates  that  will 
be  charged,  plus  sky-high  financing  charges  on  second  mortgages. 

5.  Workers  now  engaged  in  construction  and  allied  industries  will  be  sent 
back  to  the  relief  rolls. 

Analysis  of  unskilled  workers  on  building  operations  showed  that  GO  percent 
were  formerly  on  relief  rolls  and  will  go  back  forthwith  if  building  activity 
is  curtailed. 

(The  committee  thereupon  adjourned  until  tomorrow,  Tuesday, 
March  14,  1939,  at  10 :  30  a.  m.) 
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House  of  Representatives, 
Committee  on  Banking  and  Currency, 

Washington^  Z>.  C, 

The  committee  met  at  10:30  a.  m.,  Hon.  Henry  B.  Stea^all  pre- 
siding. 

Present:  Messrs.  Steagall,  Williams,  Spence,  Ford,  Brown,  Gore, 
Mills,  Martin,  Folger,  Gifford,  Luce,  Crawford,  Kean,  Sumner. 

The  Chairman.  The  committee  will  come  to  order. 

(The  committee  had  under  consideration  H.  R.  3232.) 

The  Chairman.  Mr.  Schwulst,  will  you  come  around,  please  ?  How 
do  you  spell  your  name,  please,  sir? 

STATEMENT  OF  EARL  B.  SCHWULST,  VICE  PRESIDENT,  BOWERY 

SAVINGS  BANK,  NEW  YORK  CITY 

Mr.  Schwulst  (spelling).  Schwulst. 

The  Chairman.  And  the  initials? 

Mr.  Schwulst.  Earl  B. 

The  Chairman.  And  your  connection?  You  are  connected  with 
a  bank? 

Mr.  Schwulst.  I  am  the  first  vice  president  of  the  Bowery  Savings 
Bank,  New  York  City. 

The  Chairman.  You  may  proceed,  Mr.  Schwulst. 

Mr.  Schwulst.  Mr.  Chairman,  I  do  not  have  a  prepared  statement, 
but  I  have  here  a  few  notes  from  which  I  would  like  to  make  a  few 
remarks. 

The  Bowery  Savings  Bank  has  some  $600,000,000  of  resources, 
belonging  to  something  like  420,000  depositors,  the  institution  being 
a  mutual  institution. 

The  Bowery  Savings  Bank  is  in  favor  of  this  bill,  both  with  respect 
to  the  amendment  increasing  the  total  amount  of  insurance  which 
the  Federal  Housing  Administration  might  have  outstanding  at  any 
one  time,  and  also  with  respect  to  the  extension  of  the  Fedei-al 
Housing  Administration  autliority  to  insure  loans  on  existing  con- 
stniction. 

The  Bowery  Savings  Bank  in  the  beginning  was  not  in  favor  of 
this  Federal  housing  legislation. 

Our  board  of  trustees  is  a  cautious  and  conservative  group  of  men, 
and  they  were  a  little  bit  shy  of  any  sucli  legislation  which  involved 
the  insurance  of  loans  or  the  encouragement  of  the  making  of  loans 
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by  fiduciary  institutions  up  to  as  much  as  80  or  90  j^ercent.  How- 
ever, we  studied  this  legislation. 

We  came  down  to  Washington  and  conferred  with  the  officials  of 
the  Federal  Housing  Administration,  and  we  decided  to  become  an 
approved  mortgagee.     I  think  this  was  about  2  years  ago. 

It  was  still  some  months,  however,  before  we  began  actively  to 
engage  in  the  purchase  or  making  of  insured  mortgages.  After 
our  careful  analysis  of  this  legislation  and  conferences  with  the 
Administration  officials  here,  and  an  examination  of  their  methods^ 
we  became  thoroughly  sold  on  the  soundness  of  this  legislation,  and 
we  ai*e  now  j^erhaps  among  the  larger  institutions  about  as  active 
in  the  purchase  and  origination  of  insured  mortgages  as  there  is  in 
the  country. 

I  should  like  to  give  you  a  few  i^asons  why  we  are  interested  in 
your  favorable  recommendation  of  this  legislation  of  the  i)ending  bill. 

First  of  all,  we  see  in  this  Federal  Housing  Administration  set-up 
certain  very  definite  advantages  to  the  home  ownei's. 

In  the  fii-st  place,  I  think  the  effect  of  this  legislation  is  to  operate 
as  a  curb  on  the  jerry  building  of  homes  under  the  insjiection  set-up 
under  this  legislation  and  the  very  careful  economic  surveys  made 
by  the  reseaix'h  department  of  the  Administration,  and  the  fact  that 
the  Administration  has  control  over  the  appraisals  of  the  property, 
and  these  appraisals  cannot  be  influenced  by  competitive  ludding  for 
loans  in  the  local  markets.  And  in  the  next  place,  I  think  it  affords 
the  purchaser  of  homes  a  degree  of  piotection  which  he  has  never 
had  heretofore  in  this  country,  and  that  is  a  matter  on  which  in  our 
judgment  encouragement  should  be  given  very  heavy  weight  in  the 
consideration  of  this  legislation. 

In  the  second  place,  there  is  an  advantage  to  the  home  owner  in  the 
fact  that  under  this  legislation  he  can  get  cheaper  financing  than  he 
has  ever  had  before  on  his  home  mortgage.  That  is  due  to  the  fact 
that  under  the  legislation  there  is  no  expensive  secondary  financing, 
which  in  the  past  has  been  quite  a  drain  ui)on  the  resouires  of  home 
builders. 

That  is  one  reason,  gentlemen,  why  we  are  willing  to  go  to  the 
extent  of  purchasing  80  or  90  percent  of  these  moHgage  loans  for  the 
simple  reason  that  we  know  that  this  economic  drain  on  the  home  to 
the  home  owner  represented  by  the  secondary  exj)enses  of  financing  is 
out  of  the  picture.  It  is  a  sounder  set-up  for  him,  the  burden  upon 
him  is  much  less  than  it  was  under  the  old  arrangement  of  a  some- 
vvhat  fiist  expensive  mortgage,  and  then  the  other  expensive  second- 
ary hcmie  annex. 

The  third  point  is  a  scientific  basis  of  liquidating  this  mortgage  so 
he  really  has  some  chance  of  eventually  Ixnoming  the  owner  of  his 
home.     That  we  think  is  very  important. 

Another  advantage,  and  a  very  important  one.  in  connection  with 
whicli  we  have  recently  taken  some  action  in  our  own  bank,  is  the  fact 
that  the  home  owner  gets  cheaper  financing  under  the  F.  H.  A. 
j^rogram. 

I  assume  you  gentlemen  have  read  recently  of  the  reductions  in 
the  interest  rate  made  by  the  Bowery  Savings  Bank  on  insured  mort- 
irajres  to  home  owners. 
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The  prevailing  rate  had  been  5  percent — the  prevailing  interest 
rate.  About  10  days  ago  we  announced  publicly  that  we  would  make 
these  loans  at  an  interest  rate  of  414  percent  per  annum  to  the  home 
owner,  or  a  saving  of  three-fourths  percent  on  the  loan,  which  on  a 
$5,000  loan,  running  for  20  years,  amounts  to  something  like  eight  or 
nine  hundi-ed  dollars  savings  to  the  home  owner.  That  is  a  very 
imj)ortant  consideration  in  encouraging  the  construction  and  purchase 
of  homes. 

Xow,  there  are  certain  advantages  to  us  as  a  lending  institution  in 
this  legislation,  and  I  want  to  point  those  out  briefly,  if  I  may. 

In  the  first  place,  there  is  a  pooling  of  risk  in  the  F.  H.  A.  set-up. 
The  F.  H.  A.,  after  careful  selection  and  appraisal  of  all  the  under- 
lying circumstances,  insures  homes  scattered  throughout  the  United 
States.  That  is  an  important  thing  to  us  and  is  a  controlling  factor 
in  our  being  willing  to  purchase  or  initiate  these  mortgages  up  to  an 
appraised  value  of  80  or  90  percent. 

Then  I  have  mentioned  the  fact  that  the  control  of  the  appraisal  of 
the  ])roperties  involves  no  competitive  bidding  institutions  in  the 
form  of  bidding  up  these  appraisals  in  order  to  get  the  loan.  Tlie 
F.  H.  A.  is  not  interested  in  that  angle  of  it.  They  take  an  entirely 
disinterested  view  in  arriving  at  the  appraisals  of  these  properties, 
because  tliey  are  not  putting  out  the  money.  That  is  a  very  important 
thing  and  we  would  like  to  emphasize  it  It  is  quite  important  in 
those  days  that  when  you  have  really  got  a  borrower's  market  for 
money. 

Another  advantage  to  us  as  a  lending  instituticm  is  the  fact  that  it 
puts  us  in  a  position  to  compete  more  effectively  with  building-and- 
l(.an  associations  in  the  granting  of  home  loans,  building-and-loan 
associations  generally  throughout  the  country. 

I  think  I  am  right  about  this:  They  can  lend  a  larger  amount  of 
the  appraised  value  of  property  than  the  nuitual  savings  baid^  in  my 
State,  at  least,  can  lend.  Now  it  may  be  said,  ''Why  don't  you  go  to 
the  legislature  and  get  your  law  amended  so  you  can  lend  up  to  75. 
80,  or  90  percent  ?"  I  do  not  attach  any  importance  to  figures  of  this 
kind.  I  do  not  think  there  is  any  magic  to  50,  GO,  70,  or  80 
percent  of  the  appraised  percentage.  At  the  same  time,  we  have 
a  good  many  institutions  in  the  State  who  have  to  have  a  certain 
sort  of  rules  and  regulations  to  guide  them,  and  it  is  for  that  reason 
we  have  these  limitations  in  the  law. 

I  would  not  be  in  favor  myself  of  suggesting  that  our  legislature 
give  us  the  power  to  lend  up  to  75,  80,  or  90  percent  on  these  home 
loans  unless  I  had,  along  with  it,  this  pooling  arrangement,  which  I 
have  mentioned,  where  you  have  a  pooling  of  risk  all  over  the  country 
and  your  machinery  under  the  control  of  a  disinterested  group  o*f 
people  who  are  experts  and  know  their  business,  and  who  are  not 
swayed  by  what  competitive  influences  among  individuals  might 
otherwise  lead  them  to. 

I  want  to  em])hasize  that  under  this  pooling  feature  in  this  F.  H.  A. 
set-up,  the  influence  it  has  upon  our  judgment  in  being  willing  to  sjo 
to  80  or  90  ])ercent  on  these  loans,  and  I  think  it  is  entirely  safe 
under  that  set-up. 
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One  other  thing  I  should  like  to  bring  (mt  is  with  respect  to  exist- 
g  construction.     I  think  that  we  should  contiiuie  to  have  autli<»ritv. 
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working  through  the  F.  H.  A.,  to  grant  insured  loans  on  existing 
construction,  for  two  reasons,  one  of  which  is  a  general  reason,  and 
the  other  one  that  may  be  peculiar  to  our  own  State  of  New  York. 
The  first  reason  is  that  I  do  not  think  there  is  any  reason  to  dis- 
criminate between  a  new  home  owner  on  new  construction  and  an 
owner  of  an  existing  house.  If  we  ai-e  willing  to  grant  a  4%  percent 
rate  of  interest  to  the  purchaser  or  builder  of  a  home  in  New  York 
State,  why  should  we  not  grant  the  same  rate  of  414  percent  to  the 
owner  of  an  existing  home,  if  his  house  and  other  conditions  meet  the 
requirements  of  the  Federal  Housing  Administration.  I  do  not  see 
any  reason  for  any  discrimination  between  the  new  home  owner  and 
the  existing  home  owner. 

In  the  second  place — this  is  a  reason  which  is  [)erhaps  peculiar  to 
our  own  cities  in  New  York  State — under  the  F.  H.  A.  insurance  it 
provides,  where  the  existing  home  owner  has  a  mortgage,  and  he  can 
meet  the  requirements  and  the  regulations  of  the  Federal  Housing 
Administration,  we  are  able  to  refinance  that  mortgage  at  a  lower 
rate  than  the  prevailing  interest  rate,  because  we  can  grant  him  an 
extension  for  a  long  period  of  time,  say  20  yeai-s,  which  we  are  willing 
to  do,  with  this  pooling  arrangement,  which  is  provided  for  under 
the  F.  H.  A.  Act,  and  take  his  mortgage  out  from  the  existing  mora- 
torium in  New  York  State.  That  is  important  to  him  and  important 
to  us.  Because  of  the  way  things  are  up  there  now,  a  great  many  of 
the  mortgages  are  overdue,  because  vou  know  it  has  been  the  practice 
of  the  savings  banks  to  make  loans  for  2  or  3  or  5  years,  and  we  could 
not  call  those  loans,  and  we  do  not  want  to,  because  of  the  mora- 
torium which  exists  in  New  York  State. 

However,  the  home  owner  does  not  know  when  this  moratorium 
legislation  may  be  repealed.  We  know  it  is  not  going  to  continue  on 
the  books  indefinitely,  and  the  Governor  of  the  State  has  indicated 
that  he  intends  to  get  that  legislation  out  of  the  way  just  as  soon  as  it 
can  be  put  out  of  the  way,  so  there  is  an  uncertainty  hanging  over  the 
head  of  the  home  owner.  He  does  not  know  when  the  props  might 
be  shot  out  from  under  him.  We  are  ])erfectl3'  willing  with  that 
thought  to  give  him  a  reduction  in  interest,  and  really  perhaps  a  very 
substantial  reduction  in  interest,  in  many  of  these  cases,  even  below 
414,  if  we  can  get  him  on  a  scientific  basis  of  liquidating  his  mortgage 
through  an  amortization  program  and  under  the  insurance  of  the 
Federal  Housing  Administration,  so  as  to  be  justified  in  granting 
him  a  long  period  of  repayment. 

I  think  that  is  a  very  important  thing  to  the  ownei-s  of  existing 
homes  on  which  we  have  mortgages  at  the  present  time. 

I  do  not  know,  gentlemen,  that  T  have  anything  more  to  say  now, 
and  if  you  have  any  questions  that  you  would  like  to  ask  me,  I  should 
be  very  happy  to  try  to  answer  them. 

The  Chaikman.  1  want  to  ask  you  two  or  three  questions.  I  want 
you  to  tell  us  about  the  moratorium  you  have  on  these  debts  in  New 
York  State. 

Mr.  ScHwuLST.  We  have  a  mortoriiuu  put  on  some  time,  I  think, 
in  1933,  which  prevents  a  mortgagee  from  foreclosing  an  existing 
mortgage  for  any  reason  except  nonpayment  of  interest  or  taxes. 

The  fact  that  principal  is  past  due  does  not  give  you  any  right  to 
foreclose  the  mortgage. 
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The  consequence  is  that  many  of  these  institutions  have  mortgages 
which  have  been  past  due  now  anywhere  from  2  to  3  or  4  years. 
They  are  sitting  idly  by  and  they  cannot  do  anything  about  it. 

The  Chairman.  How  long  is  the  moratorium  to  operate? 

Mr.  ScHWULST.  How  long  does  it  operate? 

The  Chairman.  Yes.  It  has  been  extended  from  year  to  year 
ever  since  it  was  adopted  ? 

Mr.  ScHWULST.  Yes ;  since  it  was  first  adopted. 

The  Chairman.  But  not  for  a  longer  period  than  1  year  ? 

Mr.  ScHWULST.  No ;  not  for  a  longer  period  than  1  year. 

Mr.  Ford.  As  a  matter  of  fact,  what  was  your  rate  of  interest  prior 
to  this?    What  was  your  rate  of  interest? 

Mr.  ScHWULST.  You  mean  prior  to  it? 

Mr.  Ford.  To  the  F.  H.  A. 

Mr.  ScHwuDST.  To  the  establishment  of  the  Federal  Housing  Ad- 
ministration ?  The  rate  of  interest  varied,  sir.  It  ranged  anywhere 
from  6  percent  down  to  5,  6,  6%,  and  5^. 

Mr.  Ford.  About  5^^  average? 

Mr.  ScHWuusT.  Beg  your  pardon? 

Mr.  Ford.  About  514  average? 

Mr.  ScHWULST.  About  that,  yes.  We  had  some  few  mortgages  less 
than  6  percent,  but  not  very  many. 

Mr.  Ford.  If  you  put  those  on  an  amortization  basis,  we  will  say 
4^  percent,  the  payment  of  interest  and  principal  would  not  be  very 
much  more  than  the  interest  payment,  would  it? 

Mr.  ScHWULST.  Not  very  much  more.  In  many  cases  we  might  be 
willing  to  cut  it  really  even  below  4l^  on  existing  loans  to  help  the 
boiTOwer  work  his  situation  out,  that  is,  his  new  interest  rate  plus 
the  amortization  rate. 

Mr.  Ford.  On  an  F.  H.  A.  loan  he  pays  his  taxes  and  insurance 
every  month. 

Mr.  ScHWULST.  That  is  right. 

Mr.  Ford.  He  pays  a  small  payment,  and  you  can  make  him  so  that 
he  would  pay  very  little  more  than  paying  on  the  ordinary  rate? 

Mr.  ScHWULST.  That  is  right,  and  it  takes  the  bother  away  from 
him. 

The  Chairman.  What  are  the  provisions  of  the  moratorium  act? 

Mr.  ScHwuLST.  I  could  quote  you  the  act,  but  it  says  that  any 
default  in  the  payment  of  the  principal  on  the  mortgage,  we  may  not 
foreclose. 

The  Chairman.  But  is  it  a  State  legislative  provision  holding  that 
no  mortgagee  may  foreclose? 

Mr.  ScHwuLST.  Except  for  nonpayment  of  taxes. 

The  Chairman.  Except  for  nonpoyment  of  taxes? 

Mr.  ScHwuLST.  That  is  correct. 

The  Chairman.  Has  that  been  tested  out  in  the  courts? 

Mr.  ScHwuLST.  That  I  could  not  say,  but  the  lenders  in  New  York 
abide  by  it,  anyway.  I  could  not  tell  you  whether  it  has  been  tested 
out  or  not.    I  could  not  tell  you  as  to  t:hat. 

Mr.  Ford.  What  proportion  of  your  assets  are  invested  in  mort- 
gages? 

Mr.  ScHwuLST.  Approximately  2^^  percent. 

Mr.  Spence.  What  portion  is  existing  and  what  is  new  construc- 
tion? 
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Mi\  ScHwuLST.  The  gi-eat  majority  is  new  construction,  because  the 
activity  in  loans  has  been  considerably  restricted  due  to  the  depres- 
sion. As  a  matter  of  fact,  we  are  becoming  very  active  in  this 
Federal  Housing  field  at  this  time,  and  we  would  like  to  put  out  not 
less  than  $10,000,000  this  year. 

The  Chairman.  What  percent  of  your  existing  accounts  are  de- 
linquent ? 

Mr.  ScHWTjLST.  Are  delinquent? 

The  Chairman.  Yes. 

Mr.  ScHwuLST.  I  do  not  know,  Mr.  Chairman ;  I  do  not  have  it  in 
my  mind. 

Mr.  Ford.  None  of  them  are  delinquent  as  to  interest,  are  they  ? 

Mr.  ScHwuLST.  Delinquent  as  to  interest? 

Mr.  Ford.  That  is,  you  would  have  to  foi-eclose  if  they  did  not  pay 
the  interest? 

Mr.  ScHwuLST.  My  recollection  is  that  of  a  total  portfolio  of  some 
$265,000,000,  there  is  about  4  percent  delinquent. 

Mr.  Spence.  Could  you  tell  us  definitely  what  proportion  of  your 
loans  are  made  on  existing  construction  ajid  what  proportion  are 
made  on  new  construction? 

Mr.  ScHwuLST.  A  very  great  bulk  on  existing  construction,  because 
during  the  past  5  years 

Mr.  Spence  (interposing).  Wliat  i^ercentage  did  you  say  there  is 
on  existing  construction? 

Mr.  ScHwuLST.  This  is  a  guess.  I  should  say  probably  90  per- 
cent on  existing  construction.  I  am  including  loans  on  all  types  of 
property. 

Mr.  Williams.  Would  that  be  true  about  the  same  as  to  residential 
property  ? 

Mr.  ScHWTjLST.  That  is  right. 

Mr.  Williams.  About  90  percent? 

Mr.  ScHwuLST.  That  is  right. 

The  Chairman.  Do  you  make  these  loans? 

Mr.  ScHwuLST.  Are  you  speaking  of  F.  H.  A.  loans?  Yes,  sir;  we 
make  a  great  many  of  them  directly,  and  a  great  many  of  them  are 
secured  in  the  open  market. 

Mr.  Williams.  When  you  purchase  them  do  you  buy  them  from 
local  banks  or  lending  agencies? 

Mr.  ScHwijLST.  Yes,  sir;  we  have  paid  as  high  as  103  for  some  of 
these  mortgages. 

Mr.  Williams.  Do  you  sell  them  again  ? 

Mr.  ScHwuLST.  No,  sir,  we  have  not. 

Mr.  Williams.  You  have  not  sold  any  of  them  ? 

Mr.  ScHWULST.  We  have  not  sold  any  of  them. 

Mr.  Williams.  Wlmt  proportion  of  these  loans  did  vou  purchase 
in  the  market  ? 

Mr.  ScHWULST.  Again,  I  should  have  to  give  you  not  a  figure  I 
could  vouch  for  as  being  accurate,  but  based  entirely  upon  my  im- 
pression. We  have  at  this  time — mind  you,  we  have  not  been  so  very 
active  in  this  field  exce])t  in  the  last  0  or  10  months — in  our  port- 
folio, $1,300,000  of  loans  on  one-family  houses.  That  is  under  sec- 
tion 203, 1  should  say,  and  about  half  of  those  have  been  purchased 
in  the  open  market,  and  about  half  we  originated. 
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Mr.  Williams.  Where  is  the  market  for  them? 

Mr.  ScHwuLsT.  There  is  a  market  in  New  York  and  a  market 
pretty  well  all  over  the  country,  I  think,  but  we  have  made  all  of  our 
purchases  in  New  York  City. 

Mr.  Williams.  Through  whom? 

Mr.  ScHWULST.  Various  dealers. 

Mr.  Williams.  Who  are  they?  What  class  of  people?  What 
brokers?    Who  are  they  that  are  handling  these  mortgages? 

Mr   ScHwuLST.  Do  you  mean  the  names  of  these  people? 

Mr.  Williams.  Yes. 

Mr.  ScHWULST.  I  could  not  recall  the  names.    T  do  not  recall. 

Mr.  AVilliams.  Who  are  tliey,  individuals  or  institutions? 

Mr.  SciiwuLST.  Individuals  and  institutions. 

The  South  Shore  Trust  Co.  we  bought  some  from,  and  the  Bald- 
win National  Bank  out  on  Long  Island,  which  is  an  institution,  and 
we  have  bought  some  from  firms  who  were  dealers  and  brokers  who 
were  individuals. 

Mr.  Williams.  Did  you  go  to  them  for  them,  or  do  they  advertise 
and  say  they  have  got  F.  H.  A.  mortgages?  How  do  you  get  in 
touch  with  tiiem ?    That  is  what  I  want. 

Mr.  ScHwuLsT.  They  know  we  are  in  the  market.  That  spreads 
around  through  various  ways.  They  come  around  to  see  us  and  we  call 
them  up  on  the  telephone. 

Mr.  Williams.  What  territory  does  your  bank  cover  there  in  its 
o])erations  ? 

Mr.  ScHWULST.  ITnder  the  law  we  can  lend  money  anywhere  in 
New  York  State.  As  a  matter  of  fact,  we  have  not  loaned  outside  of 
Manhattan,  Bronx,  Kings,  Queens,  Nassau,  and  Westchester 
Counties. 

Mr.  Williams.  In  making  these  loans  do  you  charge  a  cimnnission? 

Mr.  ScHWULST.  Do  we  charge  a  commissioi*  ? 

Mr.  Williams.  Yes. 

Mr.  ScHwuLST.  No,  sir. 

Mr.  Williams.  Do  you  charge  anything  except  interest  and 
premium  ? 

Mr.  ScHWULST.  When  we  originate  a  loan? 

Mr.  Williams.  That  is  what  I  am  talking  about,  when  you  origi- 
nate it. 

Mr.  ScHwuLST.  The  borrower  pays  the  cost  of  his  title  bond  for 
examining  the  mortgage,  pays  the  recording  fee  and  the  F.  H.  A. 
appraisal  cost. 

Mr.  Williams.  About  what  does  that  amount  to,  what  percent? 

Mr.  ScHwuLST.  On  a  $5,000  loan,  that  would  run,  I  should  say, 
about  1^2  percent,  possibly  2  percent. 

Mr.  Williams.  Is  that  paid  in  cash  or  is  it  amortized  in  the  loan? 

Mr.  ScHwuLST.  There  are  two  ways  in  which  that  is  done.  The 
home  owner  or  buyer  may  pay  cash  out  of  his  pocket.  In  the  case 
of  some  builders  they  add  tliat  cost  to  the  price  of  the  house  and  it 
is  covered  in  the  mortgage. 

Mr.  Spence.  Do  you  require  the  borrower  to  furnish  title  insur- 
ance ? 

Mr.  ScHWULST.  Yes ;  we  do.  We  must  have  title  insurance  in  every 
case. 
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Mr.  Spence.  Do  you  make  any  loans  under  207? 

c>n  lo^nf  ^w"^-]]^*''  ^'''  '''^  ^^^'''-  ^^  ^"'^  disbursing  at  this  time 
on  loans  that  will  agorre^^rate  when  the  disbursements  we  now  have 
are  complete,  $1,600,000. 

fJi^Z^  '"  ^''''•f'^'  ^^^V"'  "'  P^^^^^  ^^  ^i^^  committed,  on  getting 
itt'^ndeTse"  ''''  ^'  "*  ^^'^  ^^^^  ^^'^^'^^  --«  «^ 

Mr.  Spencb.  You  made  all  of  tliose  loans  direct « 

nf  «^nn^'^''TM^-'-  T^"^  '''•''^  ""«  exception;  there  is  one  loan 
of  $500,000,  a  building  loan,  that  has  been  made  with  the  Manu- 
facturers Trust  Co,  but  on  a  commitment  with  us  to  take  F  HA 
insurance.  "  "•  ^• 

Mr.  Spence.  Have  you  purchased  any  other  loans  under  207 » 
Mr.  bCHwuLST.  No  othei's  have  been  originated  by  us 
Mr.  Spence.  What  did  you  do  under  210? 
Mr.  ScHwuLST.  We  have  had  no  operations  under  section  210 
pr^'rty  ?"'"*"'■  "^^^  ^'""'  *""'"  '"<li^''<l"»'  appraisals  for  the 

hn^H  ^7^^-  i^^VJ"^  <Jo-    We  do  not  buy  these  loans  across-the- 
board,  so  to  speak     We  make  the  same  careful  appraisal  of  every 

fhfZ  IP^P^S^i^''''!  ^PP'"*'  *'»■  «"  every-day  loan  as  we  would  if 
there  were  no  F.  H.  A.  insurance. 

offhe  r'n'^At  ^^^*  "PPi'^'^al  'S  entirely  separate  and  independent 

th^F.  ^l""^-  ^^'=  ^^"^  '«  «'"t»-^'y  separate  and  independent  of 

F  ^'  Yf"^^^'  ^"^  ^"  ^"'"'  appraisals  compare  with  those  of  the 

w.n""'  ?^u  ^^'^i  Our  appraisals  up  to  this  time  have  checked  pretty 
a\l^^t  *•''  Federal  Housing  Administration.  There  has  been  some 
diffeience  as  to  the  items  which  go  to  make  up  the  appraisals.  We 
have  found  out  in  these  differences  sometimes  that  they  have  agreed 
with  us,  and  sometimes  we  have  agreed  with  them,  but  in  the  algre- 
gate  they  have  been  pretty  close.  ^^ 

apJJ-aisSsT^"^  ^"*  ^""  """^^  ^"'""  ^'""'^  ''"**'  "P""  y""""  °^« 

Mr.  GiFFORD.  Did  jou  ever  refuse  one? 

Mr.  ScHwuLST.  Did  we  ever  refuse  one? 

Mr.  GrFTORD.  Yes. 

Mr.  ScHWDLST.  Yes,  sir. 

Mr.  GiFFORD.  That  had  been  presented  to  you  by  the  F  H  A  * 

Mr.  ScnwuLST.  Yes;  we  have.  ■     •     • 

Mr.  GiFFORD.  On  what  basis? 

Mr.  SCHWULST.  Because  we  did  not  like  the  location  of  the  propertv. 
n.^Ii  GiFFORD.  Did  you  think  they  used  poor  judgment  in  tho.^ 

Mr.  ScHwuLST.  Not  necessarily. 

Mr.  GiFFORD.  Why  did  you  refuse  them  ? 
f.5f*  ^'^™^F^'^-  We^might  have  the  same  loans  in  that  particular 
Se  R  H  iTad  '  '^""^  ^^"""^^'^  ^^"""^  ^^^^  territory 

Mr.  GiFFORD.  Any  other  reason  ? 

Mr.  ScHwui,sT.  No;  I  think  that  is  about  the  only  reason. 
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Mr.  GiFFORD.  What  is  your  present  expense  for  foreclosing  in  New 
York?    That  is  one  thing  we  should  try  to  find  out  here. 

Mr.  ScHWULST.  I  should  say  in  our  experience  it  has  run  in  the 
neighborhood  of  about  5  percent  on  the  mortgage. 

Mr.  GiFFORD.  Is  not  there  an  established  fee  of  $300  or  $500  that 
they  used  to  have?  What  did  they  mean  when  they  used  to  say 
$300  or  $500  to  foreclose  in  New  York  ? 

Mr.  ScHwui^T.  Your  attorney's  fees  are  in  that,  and  these  attor- 
neys have  different  fees,  but  I  am  giving  you  about  the  average  as 
I  recall  it.  I  should  say  it  would  run  around  5  percent  of  the  mort- 
gage, including  everything. 

Mr.  GiFFORD.  Do  you  think  about  $250  ? 

Mr.  ScHwuLST.  About  $250. 

Mr.  GiFFORD.  Is  not  that  rate  exorbitant.  If  there  is  a  moratorium 
on  the  principal  and  you  can  foreclose  only  because  they  have  not 
paid  interest  or  taxes  and  if  it  is  to  cost  that  sum  to  foreclose,  you 
do  not  foreclose  very  often,  do  you  ? 

Mr.  ScHWULST.  We  try  to  be  as  generous  as  we  can  with  the  bor- 
rower, and  do  not  foreclose  on  him  just  because  we  have  an  oppor- 
tuinty. 

Mr.  GiFFORD.  Under  this  act  how  much  do  you  allow  in  forexjlosing 
expenses  ? 

Mr.  ScHWULST.  Under  this  F.  H.  A.  Act? 

Mr.  GiFFORD.  Yes.    Do  you  not  know  how  nmch  you  are  allowed? 

Mr.  ScHwuLST.  How  much  we  are  allowed  to  cover  the  cost? 

Mr.  GiFFORD.  Are  you  not  familiar  with  that? 

Mr.  ScHwuLST.  I  do  not  recall. 

Mr.  GiFFORD.  You  said  in  your  opening  statement  you  were  con- 
vinced as  to  the  soundness  of  this. 

Mr.  ScHwuLST.  I  am. 

Mr.  GiFFORD.  Particularly  the  soundness  as  an  investment  for  your 
bank.    That  is  what  you  mean,  looking  at  it  from  your  standpoint? 

Mr.  ScHWTJi^T.  That  is  right,  absolutely.  And  I  am  also  convinced 
it  is  a  sound  thing  for  the  home  owner.  I  think  the  proof  of  that  is 
that  he  is  getting  lower  rates  of  interest  than  he  ever  got  before. 

Mr.  GiFFORD.  I  have  not  seen  one  of  your  mortgage  blanks  for 
New  York  City.  I  would  like  to  see  one  very  muchi  Is  there  any- 
thing written  in  there  which  allows  the  mortgagee  extra  expense 
caused  by  foreclosure  ?  Can  you  levy  on  him  ?  Of  coui^e,  jou  have 
a  deficiency  and  a  liability  upon  him* I  presume? 

Mr.  ScHwuLST.  As  a  matter  of  practice,  the  deficiency  judgment  is 
something  very  difficult  to  resort  to  under  the  existing  procedure  up 
there  in  our  courts,  and  under  the  existing  legislation.  The  court 
has  to  be  shown  the  fair  value  of  the  property,  not  necessarily  what 
it  may  be  sold  for,  and  the  foreclosure  has  to  show  that  the  fair  value 
of  that  property  is  less  than  the  mortgage  before  you  can  get  a  defi- 
ciency judgment,  and  that  is  a  pretty  difficult  thing  to  establish. 

Mr.  GiFFORD.  I  should  almost  feel  that  the  small  mortgagor  in  New 
York  State  was  pretty  well  undercover.  Do  you  not  tliTnk  that  he  is 
amply  protected  because  of  the  moratorium,  the  cost  of  forclosui-e 
being  so  high  ? 

Mr.  ScHwuiST.  He  does  not  know  how  long  the  moratorium  is 
going  to  last.    He  does  not  know  that  it  is  the  policy  of  the  officials 
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of  the  government  of  tlie  State  to  ^et  rid  of  this  moratorinm  just  as 
soon  as  we  can  do  it. 

Mr.  GiFFORD.  But  you  liave  had  it  since  1933? 

^Ir.  ScHwuLHT.  But  the  Governor  lias  made  a  recommendation  to 
the  le^ishiture  in  liis  hist  message  that  they  <jive  serious  consideration 
to  some  means  as  to  breaking  the  termination  of  this  le^ishiticm. 

Mr.  (jiFFORD.  Mr.  McDonald  stated  that  he  wants  to  stop  insuring 
existing  mortgages  this  year  and  presented  a  forceful  argument  last 
year  on  that,  and  we  assumed  he  meant  it. 

Mr.  Sciiwi  LST.  Do  you  not  think  that  the  lives  of  the  mortgagors 
ai-e  involved,  in  that  they  would  like  to  have  a  very  comfortable 
situation  and  have  this  sword  of  Damocles  removed  which  is  over 
his  head  ? 

Mr.  Williams.  Never  mind  him.  He  is  in  the  scientific  group,  and 
I  agree  with  your  information  as  to  him,  but  I  am  wondering  about 
your  other  opinion. 

Mr.  8cHwiTL«^T.  I  think  it  is  a  most  excellent  one  for  him. 

Mr.  Gore.  You  stated  that  you  had  made  loans  under  section  207. 

Mr.  ScHwrLST.  That  is  right. 

Mr.  Gore.  Some  of  us  are  quite  interested  in  the  views  of  all  of  the 
men  who  have  had  experience  in  the  large-scale  projects  under  207, 
about  the  writing  up  of  real  values  incident  to  the  development  of 
the  project.  Have  you  any  exj^erience,  and  what  is  your  opinion  on 
that  ? 

Mr.  ScHwuLST.  When  you  speak  of  writing  up  the  value  of  the 
land,  is  that  what  you  are  talking  about? 

Mr.  Gore.  Yes:  the  real  value. 

Mr.  ScHWULST.  Do  von  mean  writing  it  up  as  against  the  cost  of 
the  land  ? 

Mr.  Gore.  Correct. 

Mr.  ScHWULST.  We  do  not  think  that  the  cast  of  the  land  is  a 
matter  of  any  particular  importance.  We  ofttimes  do  not  know  what 
this  land  has  cost  the  builder,  and  we  have  no  way  of  finding  out. 

We  try  to  value  the  building  and  the  land  as  a  completely  developed 
proposition  and  look  at  from  the  standpoint  of  its  abilitv,  its  ability 
to  pay  the  interest  and  the  amortization  on  the  loan,  and  that  is  the 
governing  factor  in  determining  its  economic  value  as  an  economic 
unit. 

I  anticipated  that  that  question  would  be  asked.  I  brought  down 
with  me  at  random  three  apartment-house  loans  that  we  made  in  New 
York  City,  in  the  Bronx,  without  housing  insurance,  with  no  ques- 
tion on  them  at  all;  just  ordinary  savings-bank  loans.  In  one  of 
those  cases  we  knew  tliat  the  owner  had  paid  for  the  land  $24,000. 
Wlien  we  got  through  appraisiufr  that  property  ourselves  as  an  eco- 
nomic proposition  to  determine  the  mortgage  we  could  safely  put  on 
that  property  within  legal  limitation  to  be  liquidated  over  a  period 
of  time  we  valued  that  land  more  than  twice  what  the  owner  paid 
for  the  land. 

Mr.  Gore.  That  was  not  for  F.  H.  A.  insurance. 

Mr.  ScHwuLST.  No,  sir;  that  was  not  for  F.  H.  A.  insurance;  but 
the  cost  of  the  land  is  a  matter  we  think  would  be  something  we  did 
not  know  anything  about  and  have  no  way  of  finding  out  about  it. 

Mr.  Gore.  In  makini;  loans  under  207,  in  arriving  at  your  appraisal, 
do  you  take  into  consideration  the  cost  of  the  land  ? 
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^Ir.  SciiwuLsT.  I  have  just  said  ofttimes  Ave  do  not  know  what  it  is. 
We  have  not  any  way  of  finding  out  and  we  do  not  particularly  in- 
quire about  it.  We  look  at  the  value  of  this  property  as  a  completely 
developed  going  proposftion. 

The  Chairman.  All  right. 

Mr.  Gore.  Tliere  is  one  more  question  I  would  like  to  ask  him, 
Ml'.  Chairman.  I  wonder,  from  your  experience,  if  you  have  an  idea 
as  to  the  number  or  the  percent  of  applications  for  new  construction 
under  the  F.  H.  A.  plan  or  from  people  who  own  existing  residential 
j)roperty. 

Mr.  ScHwi  LST.  Let  me  see  if  I  get  your  question  correctly.  You 
mean  the  number  of  applicants  for  dwellings 

Mr.  Gore  (inter])osing).  For  new  construction. 

Mr.  S(  HWULST.  Dwelling  loans  on  new  construction  ? 

Mr.  Gore.  Correct. 

Mr.  ScHWiTLST.  AYho  already  own  homes? 

Mr.  (ioRE.  That  is  right. 

Mr.  Sc'HWiLsT.  No,  sir;  I  have  no  information  on  that  at  all.  I 
would  not  be  able  to  make  even  a  guess. 

Mr.  Crawford.  What  does  the  law  say  shall  be  in  your  portfolio,  as 
briefly  as  you  can  say  it  ? 

Mr.  ScHWULST.  What  is  that? 

Mr.  Crawford.  What  does  the  law  say  shall  be  in  your  poitfolio,  as 
briefly  as  you  can  give  it? 

Mr.  ScHwuLST.  Mortgages  on  improved  urban  real  estate  and  the 
real  estate  we  have  taken  over  in  the  foreclosure  of  mortgages  and 
certain  bonds  we  are  authorized  to  invest  in. 

Mr.  Craw^ford.  What  type  of  bonds — municipal  ? 

Ml-.  ScHWULST.  Municipal,  State  bonds,  bonds  guaranteed  as  to 
principal  and  interest  by  the  Government,  direct  Federal  bonds,  and 
certain  public-utility  and  railway  securities. 

Mr.  Crawford.  And  no  other  industrials  ? 

Mr.  SciiW'ULST.  Now,  just  recently,  under  an  amendment  to  the  act, 
are  some  four  industrial  debenture  issues  whicli  our  banking  board 
now  has  authority  to  approve  for  investment  and  which  that  banking 
board  has  apj)roved. 

Mr.  Crawford.  If  through  some  occurrence  we  should  have  a 
changed  policy  and  there  should  come  about  great  industrial  activity 
and  the  flotation  of  very  large  sums  of  new  capital — and  when  I  say 
large  sums  I  mean  from  5  to  10  billion  dollai-s  per  annum,  new  financ- 
ing strictly — and  there  was  a  great  demand  for  the  use  of  capital,  and 
interest  rates  went  ui)  75  or  100  percent  generally,  would  you  still  be 
in  a  frame  of  mind  where  you  would  want  to  go  out  and  refinance 
the  present  mortgages  you  now  hold?  On  a  considerably  reduced 
interest  rate  ? 

Mr.  ScHwui^T.  Yes,  sir;  I  certainly  would. 

Mr.  Crawford.  Although  you  had'a  chance  to  put  your  funds  out 
in  these  other  legal  portfolio  issues? 

Mr.  ScHwi  LST.  1  am  talking  about  refinancinir  on  loans  we  have 
already  in  our  portfolio  and  not  talking  about  loans  which  we  might 
make  in  the  future. 

Mr.  Crawford.  And  also  if  the  value  of  the  property  moved  up 
in  accordance  with  other  industrial  activity,  would  you  still  be 
interested  ? 
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Mr.  ScHWULST.  We  would  be  interested  in  refinancing  these  mort- 
gages, because  we  would  like  to  put  them  on  a  basis  wlieie  they  are 
gradually  going  to  be  paid  out. 

Mr.  Crawford.  If  there  is  a  considerable  advance  in  market  price, 
there  is  no  question  about  their  being  paid  out. 

Mr.  ScHwuLST.  I  should  hope  not. 

Mr.  Crawford.  If  you  had  increased  rates  of  interest  on  all  securi- 
ties and  the  general  cost  of  interest  went  up  with  the  industrial 
activity,  and  real  estate  moved  along  accordingly,  you  would  not 
have  any  concern  about  not  being  paid  some  day. 

Mr.  ScHWULST.  Under  those  same  circumstances  I  would  say  "no." 
•*  *  Crawtord.  In  other  words,  your  condition  would  be  changed 
If  you  had  conditions  somewhat  different  as  I  related  to  you. 

Mr.  Spence.  I  have  just  one  question.  In  refinancing  loans  on 
existing  construction,  what  proportion  of  the  existing  properties  had 
subordinate,  second,  or  other  mortgages? 

^  Mr.  ScHWULST  On  existing  construction  there  are  no  doubt  many 
instances  where  there  is  a  junior  lien  of  some  sort.  We  do  not  know 
from  our  records  in  all  cases  whether  there  is  a  junior  lien  or  not 
Uf  course,  that  would  be  revealed  in  the  event  their  first  mortffaffe 
should  be  refinanced  under  the  Federal  Housing  Administration,  and 
that  second  mortgage  would  have  to  be  taken  care  of  in  some  way 
because  there  could  not  exist  a  second  mortgage  with  F  H  a' 
insurance.  ... 

We  might  find  it  possible  to  make  advances  for  that— that  is 
where  there  was  an  F.  H.  A.  appraisal  and  our  aj^praisal  wliich  were 
justihed,  we  might  find  some  means  of  making  advances  in  order 
to  clean  that  up. 

Mr.  Spence.  Your  records  will  show  how  many  junior  liens  are 
on  them.  "   ^ 

Mr.  ScHWULST.  A  great  many  of  these  liens  have  been  in  our  port- 
folio for  some  time,  and  since  we  are  not  primarily  concerned  with 
the  second  hen  or  mortgage  our  records  do  not  show  in  some  cases. 

Mr.  fePENCE.  What  proportion  would  you  say? 

Mr.  ScHwuLST.  Frankly,  it  would  be'  a  soit  of  a  guess.  I  would 
not  want  to  make  a  guess  because  I  do  not  know. 

Mr  Gifford.  I  have  a  very  pointed  question  there.  If  you  could 
get  these  mortgages  msured,  how  would  that  interfere  with  the 
moratorium? 

Mr  ScHWTJLST  If  we  can  grant  the  mortgagor  an  extension  for  a 
dehnite  period  of  time— say  20  years,  or  15  years,  whatever  it  may 
be—that  automatically  takes  his  mortgage  out,  out  of  the  mora- 
torium. 

Mr.  Ghtord.  Then  every  month  a  certain  portion  is  reduced  on 
the  principal,  is  it  not? 

Mr.  ScHWULST.  That  is  correct.  He  would  be  paying  more  than  he 
IS  now,  and  that  payment  would  cover  his  interest  as  well  as  his 
principal. 

Mr.  Gifford.  And  that  would  get  away  from  the  moratorium. 

Mr.  ScHwuLST.  Yes,  that  would  get  away  from  the  moratorium, 

Mr.  Gifford.  I  think  this  is  the  last  question:  How  long  would 
you  allow  a  mortgagor  not  to  make  any  payments  ?  Within  30  days, 
of  course,  it  becomes  liable  to  foreclosure. 

Mr.  ScHwuLST.  That  is  correct. 
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Mr.  Gifford.  How  long  would  the  F.  H.  A,  let  youi  be  lenient  to 
the  mortgagor  before  you  foreclosed? 

Mr.  ScHWULST.  I  think  the  Federal  Housing  rules  and  regulations 
are  law;  on  that  1  am  not  sure,  but  I  think  they  probably  give  some 
90  days. 

Mr.  Gifford.  Is  that  all  ? 
'    Mr.  ScHWULST.  I  stand  to  be  corrected,  because  I  do  not  know. 

Mr.  Gifford.  Those  you  take  direct  you  grant  a  mortgagor  more 
than  90  days,  do  you  not  ? 

Mr.  ScHWULST.  It  would  depend  upon  the  circumstances.  Some  of 
them  we  would  not  give  more  than  30  days. 

Mr.  Gifford.  But  you  would  have  to  be  governed  by  the  rules  and 
regulations  of  the  F.  H.  A.  ? 

Mr.  ScHWULST.  Yes;  we  would  have  to  be  governed  by  the  rules 
and  regulations  of  the  F.  H.  A. 

Mr.  Gifford.  So  the  ability  of  the  mortgagor  would  not  be  taken 
into  consideration. 

Mr.  ScHWULST.  We  would  have  to  be  governed  by  the  law. 

Mr.  Gifford.  My  question  simply  applies  to  the  mortgagor  as  com- 
pared to  his  present  condition. 

Mr.  ScHWULST.  I  understand  that. 

The  Chairman.  All  right,  Mr.  Schwulst;  we  thank  you  for  your 
statement. 

Mr.  Schwulst.  And  I  thank  the  conmiittee. 

The  Chairman.  Mr.  Fahey,  will  you  come  around,  please.  We 
shall  be  glad  to  liear  Mr.  John  H.  Fahey. 

STATEMENT  OF  HON.  JOHN  H.  FAHEY,  CHAIRMAN  OF  THE 
FEDERAL  HOME  LOAN  BANK  BOARD 

Mr.  Fahey.  Mr.  Chairman  and  gentlemen  of  the  committee,  when 
I  appeared  before  the  Senate  committee  a  week  ago  to  explain  the 
opinions  of  the  Federal  Home  Loan  Bank  Board  concerning  S.  1097, 
a  number  of  questions  were  raised  concerning  facts  you  would  like  to 
have  us  present,  and  I  beg  to  offer  that  information  today.  Pre- 
liminary to  its  presentation,  since  newspaper  reports  of  the  last  hear- 
ing have  led  to  some  misapprehension  as  to  the  attitude  of  our  Board 
concerning  this  legislation,  I  would  like  to  clear  up  any  possible 
misunderstanding. 

In  expressing  its  views  concerning  this  proposed  legislation,  in  re- 
sponse to  the  inquiry  of  the  Bureau  of  the  Budget  and  the  request  of 
the  chairman  of  the  House  Committee  on  Banking  and  Currency,  the 
Federal  Homo  Loan  Bank  Board  presented  its  judgment  based  upon 
its  experience  in  the  operation  of  the  Home  Owners'  Loan  Corpora- 
tion and  its  observation  of  present  conditions  nationally  in  the  tieli'i 
of  urban  mortgage  financing. 

It  has  been  suggested  that  our  Board  was  opposed  to  any  further 
insurance  by  the  Federal  Housing  Administration  of  loans  on  urban 
homes.  We  hope  it  is  clear  to  this  committee  that  we  have  taken 
no  such  position. 

The  Federal  Housing  Administration  insurance  has  contributed  in 
a  very  important  way  toward  the  revival  of  new  construction,  the 
encouragement  of  more  liberal  mortgage  lending,  the  modification  of 


» 


266 


AMKND-MKNTS  OF  laSa  TO  XATIOXAI,  H()lSI.\(i  A<T 


AJ1KND.MKNTS  OK  1939  TO  NATIONAL  HOUSIXU  ACT 


267 


interest  rates,  the  wider  use  of  tlie  iiniortized  loan,  and  jrreater  sta- 
bility in  mort^a<re  lendinjr.  Our  feeling  is,  however,  that  the  time 
has  now  been  reached,  because  of  the  active  competitive  situation 
which  has  developed  between  mortgage  lending  institutions,  when 
(he  insurance  of  mortgages  cm  old  homes  is  no  longer  necessary  and 
that  all  of  the  resources  and  energies  of  Federal  Housing  Adminis- 
tration should  be  concentrated  on  insurance  of  soundly  made  loans 
for  new  construction  and  the  promotion  of  employment. 

Unemployment  is  one  of  the  greatest  recovery  problems  with  >yhich 
the  country  has  to  deal.  The  construction  industry  is  one  of  our 
greatest  sources  of  useful  employment.  We,  therefore,  think  that 
every  effort  should  be  devoted  to  stimulating  such  employment 
through  the  modernization  and  i-epair  of  existing  homes  and  the 
construction  of  new  jiomes.  It  is  our  judgment  that  there  is  no 
necessity  for  continuing  to  insure  loans  which  the  various  classes  of 
lending  institutions  now  hold  l)ecause,  generally  speaking,  through- 
out the  country  the  lending  institutions  have  an  abundance  of  fun<ls. 
They  are  ready  and  willing  to  renew  and  refinance  such  loans  and 
at  lower  interest  rates.  The  comi^etition  which  has  developed  in  the 
last  year  and  a  half  between  lending  institutions  is  so  keen  that 
general  rates  today  on  loans  that  are  at  all  worthy  are  ruling  at  5 
to  SVo  percent.  In  many  cases  even  lower  rates  are  being  made. 
No  employment  is  involved  in  refinancing  loans  on  old  homes. 

It  may'  be  advantageous  to  continue  the  insurance  on  existing 
homes  where  they  are  acquired  by  new  owners,  but  it  seems  to  us 
that  the  remaking  of  old  loans  to  the  same  l)orrower  is  no  longer  a 
responsibility  that  the  Government  needs  to  assume. 

With  the  elimination  of  such  loans  it  seems  to  us  clear  that  the 
present  Federal  Housing  Administration  authorization  of  8  billions 
(»f  dollars  is  enough  to  carry  the  operation  for  the  next  If)  months 
and,  indeed,  well  into  the  fall  of  1940.  During  the  year  1938  Federal 
Housing  Administration  accepted  for  insurance  $647,949,074  of  loans 
of  all  kinds.  A  certain  proportion  of  mortgages  accepted  for  insur- 
ance failed  of  closing  finally  and  did  not  become  premium-paying 
mortgages.  During  January  of  this  year  the  amount  of  mortgages 
accepted  for  insurance  was  $42,217,800.  With  the  dropping  of  insur- 
ance on  old  homes  except  in  the  case  of  new  ]>urcliases,  it  seems 
apparent  that  during  the  next  year  and  a  half  Federal  Housing 
Administration  can  double  the  amount  of  business  for  1938  and  Con- 
gress could  well  consider  at  its  next  session  how  much  further  insur- 
ance of  individual  loans  may  be  carried  with  advantage  to  the  conn- 
try  since  they  involve  commitments  for  many  years  to  come. 

The  British  Government  provided  for  direct  cash  subsidies  to 
cncoui-age  the  building  of  new  homes  at  moderate  cost,  but  within  2 
years,  if  my  memory  serves  me  right,  with  the  improvement  of  eco- 
nomic conditions,  it  was  able  to  drop  these  subsidies  entirely.  There- 
after tlie  construction  companies,  cooperating  with  the  building  so- 
cieties and  in  energetic  competition  took  over  the  task,  and  liome 
building  in  Great  Britain  surged  forwaid  at  such  a  rate  as  to  attract 
world  attention.  « 

SAVINGS 

For  decades  the  urban  homes  in  this  country  have  been  built  out 
of  the  accumuhition  of  the  small  saVinijs  of  tlie  great  mass  of  oi;r 


people.  In  1921,  when  we  built  449,000  new  family  units,  the  total 
savings  of  the  country  in  our  institutions  amounted  to  but  a  liltle 
over  211/4  billions  of  dollars. 

It  is  now  well  over  50  billions  of  dollars  or  nearly  two  and  one- 
half  times  the  figure  for  1921.  In  spite  of  the  contraction  of  business 
and  national  income,  in  1937  the  total  savings  figure  was  approxi- 
mately 30  billions  more  than  the  period  before  1921,  when  we  were 
building  homes  actively  all  over  the  country.  Oar  savings  figure 
today  is  the  highest  in  the  history  of  the  United  States.  The  increase 
in  1937  was  nearly  3  billion  dollars  over  1936  and  was  the  largest 
increase  in  any  year  since  the  1S29  crash. 

In  1937  we' saved  a  billion  and  a  half  dollars  more  than  we  did 
in  1929,  notwithstanding  the  fact  tliat  our  national  income  was  67 
billions  of  dollars  compared  with  a  peak  of  78  billions  of  dollars  in 
1929. 

We  have  at  our  disposal  today  70  percent  more  savings  available 
to  build  homes  than  in  the  years  when  we  were  providing  new  homes 
at  a  record-breaking  rate. 

SAVINGS  AND  NEW  BUILDING 

As  a  result  of  the  1920  depression,  home  construction  dropped 
quickly  to  300,000  from  460,000  family  units  the  year  before.  For 
many  years  the  figure  of  jinnual  construction  had  been  about  a  half 
million  family  units.  As  soon  as  things  began  to  turn  for  the  better 
at  the  end  of  1920.  there  was  a  resumption  of  home  building,  and 
without  insurance  or  any  other  help,  from  the  300,000  figure  of  1920 
construction  iumned  to  4-19,000  units  in  1921,  and  by  the  end  of  1922 
was  up  to  676,000. 

After  the  1929  panic  the  trend  w^as  steadily  downward,  and  we 
reached  the  low  of  55,000  in  1934.  It  will  be  observed  that  after 
the  1920  panic,  because  there  was  a  real  shortage  of  homes,  as  em- 
ployment was  resumed  and  savings  began  to  accumulate  again,  home 
building  increased. 

Following  the  year  1934,  the  figures  were  as  follows: 

1935 144,000 

1936 282,000 

1937 289,000 

1938  (estimated) 347,  000 

When  our  experiences  since  1930  are  considered,  as  well  as  the  con- 
traction of  1937,  it  is  a  question  if  the  building  of  new  homes  is  not 
proceeding  about  as  fast  as  we  may  reasonably  expect.  When  we 
began  to  it'cover  from  the  1920  difficulties,  honie  building  increased 
in  the  following  year  by  1-19,000  units,  or  50  i)ercent.  In  1921  it 
increased  376,000  units,  or  about  1-10  percent  over  1920. 

In  1935  it  will  be  noted  that  our  increase  over  the  low  figure  of 
1934  was  nearly  100  percent;  1936  was  five  times  1934;  1937  showed 
the  same  percentage  of  gain  over  1934,  notwithstanding  the  business 
hesitation  of  that  year;  1938  was  six  times  over  the  1934  low  figure. 

As  I  ventured  to  sugjgest  v^lien  I  last  a])peared  before  this  ccmi- 
nr.ttee,  the  financial  situation  in  tlie  United  States  is  today  com- 
pletely changed  from  that  of  tlie  fall  of  1933  and  the  spring  of  19e34, 
when  the  plan  for  insurance  of  liome  mortgages  was  projected.  In 
1933  the  monetary  gold  stock  of  the  United^  States  was  valued  at 
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about  4  biJlions  of  dollai^.  In  1938  more  than  4,000  banks  had  sus- 
pended pajTnents  or  closed.  The  closed  banks  alone  had  total  de- 
posits ot  over  31/2  billions  of  dollars.  At  present  the  gold  stock  of 
the  country  is  but  slightly/  under  15  billions  of  dollars,  our  banking 
situation  IS  stronger  than  any  country  has  ever  seen,  and  our  savinire 
have  broken  all  records.  ^ 

INTEREST   RATES 

A  suggestion  has  been  made  that  questions  are  being  raised  as  to 
the  desirability  of  Government  insurance  of  home  loans  as  a  perma- 
nent policy  because  it  prevents  cei-tain  classes  of  mortgage  lenders 
charging  unduly  high  interest  rates.  I  wish  to  emphasize  the  fact 
that  the  federal  Home  Loan  Bank  Board  has  no  such  thought  in 
mmci  and  would  lend  no  encouragement  to  such  a  development.  It 
believes  that  free  and  fair  competition,  on  a  basis  of  equality,  be- 
tween all  classes  of  mortgage-lending  institutions  should  be  encour- 
aged and  safeguarded  and  is  greatly  in  the  public  interest. 

I  here  is  no  doubt  that  unduly  high  interest  rates  and  other  charges 
made  in  connection  with  the  granting  of  home  mortgages  in  the  pe- 
riod befoi-e  1929  placed  an  undue  buixlen  on  a  great  number  of  our 
people.  It  should  be  remembered,  however,  that  not  interest  rates 
alone  but  i)o<)r  planning,  poor  construction,  and  inflated  appraisals 
contnbuted  to  the  expansion  of  an  unduly  large  mortgage  debt  quite 
as  much,  if  not  more,  even  than  high  interest  rates.  Interest  rates 
on  home  mortgages,  however,  have  now  dropped  radically  consistent 
with  the  decline  in  loaning  i-ates  in  many  other  directions.  The  crreat 
accumulatum  of  available  mortgage  money  cannot  be  overestimated 
as  an  influence  on  this  situation,  quite  aside  from  the  operations  of 
1< .  H.  A.  and  H.  O.  L.  C. 

It  is  easy  to  be  misled  as  to  the  significance  of  the  interest  rate  in 
Its  relation  to  the  making  of  a  home  mortgage.  There  is  a  very  real 
ditterence  between  the  "nominal"  interest  rate  and  the  "effective" 
mterest  rate.  This  is  well  illustrated  in  the  case  of  title  I  loans  under 
-b.  H.  A.  In  this  case  the  popular  idea  is  that  the  rate  on  a  moderni- 
^tion  loan  IS  5  percent,  but  as  Mr.  McDonald,  Administrator  of 
J«.  W.  A.,  has  made  clear,  the  actual  cost  on  a  loan  averaging  30 
mongis  IS  9  72  percent.  As  a  result  of  regulations  made  last  month, 
the  1^ .  H.  A.  "effective"  interest  rate  on  one  class  of  title  I  loans— 
those  up  to  $2,500  for  the  building  a  new  house— has  been  reduced 
to  d.d9  percent. 

In  the  case  of  home  mortgages  the  nominal  rate  of,  say,  5  or 
51/2  percent  does  not  tell  the  whole  story  because  of  initial  service 
fees  or  brokera_ge  fees  frequently  imposed.  Such  fees,  in  addition  to 
other  costs  which  may  l3e  absorbed  in  the  loan,  result  in  increasing 
the  "effective"  or  real  rate  of  interest. 

it^'^^^^'^  ^^^^7^  ^'^^^  loan— that  is,  an  80-percent  loan  on  a 
J5b,UO0  home— with  a  basic  rate  of  5  percent  and  a  premium  charge 
of  one-half  of  1  percent  on  the  reducing  balance.  The  total  cost 
of  carrying  this  loan  for  15  years  would  be  $2,259.61.  For  20  years 
It  would  be  nearly  $1,000  more,  or  $3,124.27.  The  effective  interest 
rate  in  this  case  is  514  percent.  If,  however,  as  is  so  fi-equently  the 
case,  there  is  an  initial  service  fee  of  1  percent  and  a  brokerage  fee 
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of  3  percent,  then  the  total  cost  for  carrying  the  loan  for  15  years 
would  be  $2,451.61  and  for  20  years  $3,316.47.  The  effective  interest 
rate  on  the  15-year  basis  would  be  6.14  percent  and  on  the  20-year 
basis  it  would  be  6  percent.  It  will  be  observed,  however,  that  the 
borrower  has  actually  paid  on  the  20-year  loan  $864.86  more  than 
his  loan  would  have  cost  him  if  he  had  paid  it  off  in  15  years.  If 
the  borrower  paid  a  brokerage  fee  of  5  percent  in  connection  with 
making  the  loan,  the  cost  would  be  $2,595.61  for  a  15-year  loan  and 
$3,460.47  for  a  20-year  loan.  The  effective  interest  rate  on  the 
15-year  loan  would  be  6.48  percent,  and  on  the  20-year  loan  it  would 
be  6.28  percent.  These  cases  do  not  give  consideration  to  appraisal 
fees,  title  search,  and  recording  costs.  With  the  addition  of  such 
charges,  the  real  interest  rate  would  be  higher. 

Public  misconceptions  regarding  interest  rates  are  common.  It 
will  be  recalled  that  only  recently  the  Federal  Trade  Commission 
issued  an  order  against  certain  automobile  companies  because  of 
advertising  which  led  the  public  to  believe  that  new  cars  could  be 
bought  on  a  deferred-payment  plan  which  involved  only  6  percent 
interest.  The  nominal  rate  appeared  to  be  only  6  percent,  but  the 
actual  rate  was  nearly  double  that  figure,  as  I  recall  it. 

Depending  upon  the  amount  of  mortgage  money  available  in  the 
market  and  the  desire  of  institutions  or  individuals  to  dispose  of 
either  new  or  old  properties,  interest  rates  as  low  as  3  percent  are 
being  made  by  mortgagees  at  present  in  some  sections  of  the  country. 
The  home  buyer  does  not  realize  in  some  cases,  however,  that  the 
apparently  very  low  interest  rate  is  more  than  offset  by  the  inflated 
value  placed  upon  the  home  he  buys  as  a  result  of  an  exaggerated 
appraisal.  There  came  to  the  attention  of  the  Federal  home  loan 
bank  only  recently  a  case  where  loans  were  being  made  on  the  basis  of 
3  percent  interest  for  5  years  and  5  percent  thereafter,  but  the  fact 
was  the  home  iDuyers  were  actually  paying  $700  to  $800  more  than 
the  fair  value  of  the  property  and  the  enticingly  low  interest  rate  was 
being  offset  by  a  large  margin. 

In  the  last  analysis  there  is  no  way  to  control  the  fixing  of  interest 
i*ates  on  home  mortgages  except  as  a  result  of  the  competitive  activity 
of  mortgage  lenders.  If  there  is  a  shortage  of  money  for  home 
mortgages  and  going  rates  of  interest  are  high,  mortgage-lending 
institutions  will  not  have  loans  insured  at  5  or  5i/^  percent.  They 
will  lend  their  money  at  market  rates  and  take  their  own  risks.  If 
there  is  an  abundance  of  money  the  rates  will  go  down,  and  those 
who  seek  high  rates  cannot  get  the  business. 

The  largest  group  of  mortgage  lenders  in  the  country  are  indi- 
viduals. They  today  hold,  and  for  years  have  held,  more  than 
one-third  of  the  urban  home  mortgages  of  the  country.  They  are 
not  eligible  to  make  insured  mortgages.  They  meet  the  competition 
of  the  lending  institutions  and  loan  their  money  freely.  In  1929 
individual  lenders  held  $7,000,000,000  of  the  total  $21,664,000,000 
mortgage  debt  outstanding. 

The  savings  banks  of  the  country  are  very  large  mortgage  lenders ; 
so  are  the  insurance  companies,  tnistees,  and  mortgage  companies; 
and  there  is  no  way  to  control  the  rates  of  these  lenders  except  fair 
and  honest  competition.  The  question  has  been  raised  as  to  whether 
the  Federal  Home  Loan  Bank  Board  could  not  provide  that  money 
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borrowed  by  iiKlividual  institutions  from  the  Federal  Home  Loan 
Bank  System  could  be  loaned  to  individual  borrowers  only  at  rates 
limited  by  the  Board.  This  would  appear  to  be  a  very  doubtful 
policy.  It  is  hardly  practicable  to  provide  that  the  Federal  Reserve 
System  shall  insist  that  conmiercial  banks  shall  not  lend  to  borrowei-s 
for  home  mort«;a^es,  or  other  ])urposes,  exce])t  at  rates  which  the 
Federal  Reserve  Board  shall  prescribe.  It  is  doubtful  if  privately 
owned  bankin<r  institutions  would  accept  such  a  restriction.  Cer- 
tainly they  could  not  then  comj)ete,  in  the  makin*;  of  mort^ajre  loaiit*, 
with  individual  inort«;a<rees  and  other  classes  of  lendei-s  who  are  not 
likewise  limited  in  the  char<res  they  make. 

It  would  not  seem  fair  that  commercial  banks  owned  by  stock- 
holders who  enjoy  the  profits  accruing  on  their  stock  should  be  given 
an  advantage  over  mutual  institutions  where  interest  or  dividends 
accrue  to  the  benefit  of  millions  of  workers  who  are  entitled  to  receive 
a  fair  i-et urn  on  their  money,  if  we  are  to  enccnirage  thrift. 

Section  203  of  Title  II  of  the  National  Housing  Act  recognizes 
that  in  insuring  loans  there  must  be  some  latitude  as  to  interest  rates 
because  of  the  varying  risks.  The  section  referring  to  the  5-percent 
rates  provides  that  it  shall  not  be  to  "exceed  6  percent  in  certain 
areas  or  if  under  special  circumstances  the  mortgage  market  demands 
it."  When  to  this  6- percent  rate  there  is  added  the  one-half  of  1 
percent  insurance-premium  charge,  as  well  as  brokerage  and  other 
charges,  it  will  be  seen  that  the  law  recognizes  the  fact  that  it  is 
impracticable  to  impose  a  flat  5-i)ercent  rate,  irrespective  of  risks. 

That  brokerage  fees  paid  in  connection  with  mortgage  loans  are 
an  important  factor  in  considering  the  cost  of  mortgage  money  to 
the  borrower  and  that  such  charges  affect  the  rates  on  insured  loans 
as  well  as  others  is  indicated  by  the  number  of  insured  mortgages 
which  are  sold.  Of  the  insured  mortgages  made  by  commercial  banks 
through  September  30,  1938,  140  millions  were  sold,  and  the  banks 
simply  made  a  commission  and  presumably  will  receive  a  service  fee 
for  servicing  the  loan.  Mortgage  companies  which  made  $188,000,000 
of  insured  mortgages  to  September  30,  last,  sold  118,000,000  of  them, 
or  63  percent  of  all  of  the  loans  they  insured.  Federal  agencies 
bought  72  millions  out  of  317  millions  sold  by  originators. 

The  building  and  loan  associations  as  of  the  same  date  made  $188,- 
206,000  of  insured  loans  and  sold  $24,691,000  of  loans.  For  the  most 
part  these  transactions  represented  a  brokerage  business,  and  the  com- 
missions involved  were  a  part  of  the  cost  of  the  loan  to  the  borrower. 

A  net  rate  of  5  percent  to  the  lending  institution  on  a  sound  mort- 
gage is  probably  as  low  as  it  is  wise  to  have  rates  in  most  sections  of 
this  country  for  some  time  to  come.  In  all  types  of  institutions  the 
50  billions  of  dollars  of  savings  in  the  country  represents  over  100,- 
000,000  accounts.  The  average  cash  value  of  life-insurance  policies 
is  $300.  Tlie  average  savings  and  loan  association  account  is  $916. 
The  average  mutual  savings  bank  deposit  is  $675,  and  the  average 
national  bank  savings  account  is  $416.  These  sums  represent  the 
week-to-week  and  month-to-month  small  savings  of  workers  to  a  very 
large  extent. 

The  rate  being  paid  on  savings  in  the  areas  where  most  of  the  money 
is  concentrated  is  now  down  to  2  to  3  percent.  In  some  cases  it  is 
only  1%  i^ercent.    Certainly  the  workers  of  the  country  who  save 
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are  entitled  to  a  reasonable  return  on  such  savings,  and  we  can  hardly 
expect  the  return  to  them  to  go  much  lower  than  the  present  level 
without  real  discouragement  to  thrift.  In  the  case  of  the  life-insur- 
ance companies,  since  their  return  on  the  highest  class  of  bonds  today 
is  very  low,  if  they  cannot  invest  in  a  substantial  number  of  sound 
mortgages  to  yield  about  5  percent  they  cannot  continue  to  accumu- 
late the  reserves  reijuired  by  law  and  pay  the  dividends  to  policy- 
holders which  they  have  been  paying.  The  net  result  would  be  that 
the  cost  of  life  insurance  w^ould  rise. 

Practically  all  of  the  States  have  laws  limiting  the  interest  rates 
which  can  be  charged  on  mortgages.  There  is  a  wide  variation  in 
these  laws,  but  even  in  the  States  where  for  many  years  there  has 
been  an  abundance  of  money  available  for  mortgage  investments  the 
State  limits  have  been  fixed  high  enough  so  that  loans  can  be  made 
in  second-  and  third-class  neighborhoods,  where  the  risk  is  higlier 
and  values  are  declining. 

Hundreds  of  thousands  of  mortgage  loans  ranging  from  $800  to 
$1,500  and  $2  500  aie  made  all  over  this  country  not  only  on  existing 
homes  but  on  new  liomes.  They  are  usually  long-term  monthly 
amortized  loans  to  people  of  very  moderate  incomes.  The  cost  of 
handling  such  loans  and  for  caring  for  collections  is,  of  course,  much 
highei-  than  on  the  l)etter-class  loans.  Aside  from  this  the  risk  as  far 
as  the  iesi)onsibility  of  the  borrower  is  concerned  is  very  much 
gieater.  If  the  lending  institutions,  all  classes,  and  particularly  the 
country  })anks,  savings  banks,  and  saving-and-loan  associations,  were 
by  law  prevented  from  lending  at  a  rate  above  5  percent,  these 
worthy  boirowers  would  be  deprived  of  any  opportunity  of  boritiw- 
ing  at  reasonable  rates  and  would  have  to  go  to  the  loan  sharks  or 
])rivate  lenders,  who  would  impose  much  higher  charges,  or  they 
would  be  unable  to  iret  tlie  money  at  all. 

Tliere  is  and  has  been  no  substantial  differences  between  the  rates 
made  on  lioine  mortgages  by  the  various  classes  of  instituticms.  Sur- 
veys which  have  been  made  show  that  the  rates  of  connnercial  banks 
for  tlie  same  kinds  of  urban  mortgage  loans  have  been  the  same  as 
those  of  insurance  companies,  mutual  savings  banks,  saving-and-loan 
associations,  and  mortgage  companies.  Rates  on  short-term  loans 
for  60  percent  of  the  value  of  homes  have  been  less  than  those  for 
longer  periods  and  a  higher  percentage  of  value.  Some  institutions 
have  been  unwilling  to  loan  except  in  selected  areas.  Under  these 
conditions,  rates  liave  been  loAver  than  for  loans  of  corresponding 
amounts  in  more  riskv  localities.  Countrv  banks  located  in  the 
smaller  connnunities  have  usually  charged  higher  rates  than  banks  in 
the  cities.  This  has  also  been  true  of  other  classes  of  instituti<ms 
loaning  in  the  smaller  cities  and  towns. 

Tlie  general  decline  in  mortgage  rates,  however,  has  i)rogressed 
steadily  since  the  beginning  of  1986. 

In  ])ublicity  recently  issued  emphasis  is  placed  upon  the  fact  that  a 
large  New  York  savings  bank  has  announced  its  willingness  to  lend 
10  millions  of  dollai-s  this  year  on  insured  mortgages  at  4i/4  percent. 
The  suggestion  is  made  that  this  may  have  the  effect  of  bringing 
mortgage  rates  generally  dowai  to  approximately  the  same  level.  It 
is  to  be  noted,  however,  that  the  savings  bank  referred  to  is  willing 
to  make  this  rate  only  on  ^'aiyproved  applicati(ms.''     Tliey  will  not 
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accept  any  insiii-ed  inortfrages  offei-ed  to  tlieni  but  will  select  those 
which  they  feel  are  safe  irrespective  of  the  insurance.  The  actual 
cost  to  the  borrower  on  these  loans  will  be  4%  j)ercent  when  the 
premium  of  one-half  of  1  percent  is  added. 

This  is  a  higher  rate  than  the  average  rate  of  return  on  new  mort- 
gage loans  made  by  this  bank  during  1936  and  19H7.  The  average 
return  on  new  mortgage  loans  in  this  institution  in  1936  was  4.46 
percent  and  in  1937,  4.41  percent  as  shown  by  its  own  reports.  Very 
few^  of  these  loans  were  insured  by  this  particular  institution.  Dur- 
ing 1938  all  the  mutual  savings  banks  in  the  country  made  but  be- 
tween 11  and  12  million  dollai-s  of  premium-paid  insured  loans.  Half 
of  these  were  made  by  the  mutual  savings  banks  in  Kings,  Queens, 
and  Nassau  Counties  in  New  York.  A  large  proportion  of  these 
institutions  decline  to  make  loans  whether  insured  or  not  outside  of 
certain  selected  areas  A  chart  showing  the  mortgage  interest  returns 
of  the  Bowery  Savings  Bank  of  New  York  covering  the  last  century 
was  recently  published  with  the  authority  of  that  institution. 

It  sho>ys  that  in  the  periods  of  money*^  scarcity  jind  high  rates  the 
bank  received  6  to  7  percent  on  first-mortgage  loans.  The  rate  never 
went  below  6  percent  until  1880.  It  was  6  percent  in  1920  and  was 
but  slightly  below  that  during  the  decade  from  1920  to  1930.  It  was 
down  to  4  percent  a  few  years  ago  and  is  now  up  to  about  4%  percent. 
In  1929,  when  rates  were  high,  it  was  almost  6  percent.  I  beg  to 
submit  for  insertion  in  the  record  the  chart  to  which  I  have  referred, 
which  was  published  by  the  Savings  Bank  Association  of  the  State 
of  New  York  last  August. 

(The  chart  referred  to  may  be  found  on  file  with  the  conmiittee.) 

Rates  below  5  i^ercent  have  not  been  uncommon  in  New  York, 
and  in  other  sections  where  there  is  plenty  of  mortgage  money  avail- 
able for  new  construction  or  loans  on  existing  homes  which  represent 
fair  value.  One  of  the  Federal  associations  in  New  York  has  been 
offering  loans  on  a  4-percent  basis  on  long  term  plans  for  a  loan 
period.  There  are  many  sections  of  the  country  m  which  savings 
banks,  building-and-loan  associations,  commercial  banks,  and  other 
lending  institutions  are  offering  excellent  homes  which  they  have 
been  obliged  to  take  over  with  only  5-percent  down  payments  and 
in  some  cases  no  down  payment  at  all  when  the  borrower  was  a  de- 
sirable risk.  These  loans  in  almost  every  case  are  made  on  a  long- 
term  amortized  basis. 

MODERNIZATION    LOANS 

I  have  suggested  that  title  I  providing  for  the  guaranteeing  of 
modernization  loans  should  not  expire  on  July  1,  1938,  but  should 
continue  at  least  another  year.  Such  a  continuance  would  be  con- 
sistent with  the  primary  intent  of  the  National  Housing  Act — to 
encourage  employment.  It  has  many  important  advantages.  It  en- 
ables home  owners  to  repair,  modernize^  and  improve  their  homes  and 
thus  protect  their  equities  by  maintaining  values  as  against  the  com- 
petition of  new  construction.  If  those  who  now  own  and  are  paying 
for  homes  are  unable  to  keep  them  up  or  modernize  them  to  meet 
present-day  demands,  the  value  of  their  homes  is  sure  to  decline  as 
compared  with  new  and  more  attractive  construction.    The  result  is 


AMENDxMENTS  OF  1939  TO  NATIONAL  HOUSING  ACT 


273 


f 


V    I  A 


«■* 


I  I  ¥ 


'    I* 


likely  to  be  a  loss  to  such  home  owners  of  the  savings  they  have  put 
into  their  homes. 

It  is  well  to  modernize  and  improve  homes  within  city  and  town 
liinits  w^here  utilities  are  already  available.  It  is  also  important  to 
cities  and  towns  that  valuations  on  properties  within  their  limits  shall 
be  maintained  on  a  reasonable  basis.  This  protects  the  community 
income  as  against  the  loss  which  is  suffered  when  such  homes  stead- 
ily decline  in  value  with  an  inevitable  drop  in  tax  income,  while  new 
•construction  outside  the  city  or  town  limits  yields  no  taxation.  In 
the  development  of  new  housing  throughout  the  country  it  is  impor- 
tant to  maintain  a  reasonable  balance  between  fair  values  for  exist- 
ing property  as  compared  with  the  creation  of  new^  facilities.  Other- 
wise one  undermines  the  rental  income  and  value  of  the  other. 

That  modernization,  even  on  very  old  properties,  if  intelligently 
done,  yields  excellent  results  is  demonstrated  by  many  examples.  In 
Philadelphia,  one  enterprising  operator  has  bought  more  than  300 
units,  generally  of  the  a-room  type,  at  an  average  cost  from  $1,000  to 
$1,600.  He  has  reconditioned  them  intelligently  and  is  able  to  rent 
them  at  an  average  of  approximately  $20  a  month,  or  $4  a  room.  In 
some  cases  the  rent  is  as  low  as  $3  per  room.  Vacancy  has  averaged 
less  than  2  percent,  and  the  properties  have  yielded  an  excellent 
income  to  their  owner  after  allowing  for  an  annual  de])reciation  of 
5  percent  and  after  all  city  and  State  taxes  are  deducted. 

There  are  large  numbers  of  houses  in  our  cities  and  towns  which  can 
be  rehabilitated  at  reasonable  costs  and  with  excellent  results  to 
owners. 

The  opinion  has  been  expressed  that  the  high  rate  of  interest  which 
borrowers  have  to  pay  on  modernization  loans  and  tlie  short  time  with- 
in which  they  must  be  repaid  have  militated  against  the  expansion  of 
this  business.  The  F.  H.  A.  has  reported  that  on  the  average  these 
loans  have  been  limited  to  30  months,  and  the  actual  rate  of  interest 
has  been  almost  10  percent,  or  9.72  percent.  The  loans  average  less 
than  $500.  On  the  loans  made  during  1938,  it  has  been  reported  that 
the  loss  has  been  but  six  one-hundredths  of  1  percent.  From  the 
beginning  down  to  the  present,  it  has  been  figured  by  F.  H.  A.  at  not 
more  than  1^  percent 

In  comparison  with  this,  under  title  11  loans  for  25  yeai-s  are  being 
made  at  a  rate  of  5  percent  with  the  premium  of  one-fourth  of  1  per- 
cent, making  the  total  cost  to  the  borrower  514  percent.  These  are 
essentially  long-term  loans.  A  loan  of  but  30  months  is  a  short-term 
loan. 

On  the  properties  which  F.  H.  A.  has  foreclosed  and  sold  the  aver- 
age loss  has  been  16.6  percent  against  the  average  premium-paying 
loan  of  $4,168,  through  to  the  end  of  1938.  It  seems  reasonable  to 
suggest  that  the  rate  of  interest  on  guaranteed  modernization  loans 
.should  be  reduced.  It  has  been  recommended  that  a  premium  be 
charged  on  these  loans.  It  would  seem  fair  to  do  this  and  that  a 
premium  of  one-half  of  1  percent,  the  same  as  charged  on  a  long- 
term  risk  like  the  80-percent  loan  could  well  be  fixed. 

APPRAISALS 

When  I  appeared  before  the  Senate  committee  a  week  ago,  some 
•questions  were  asked  as  to  what  appraisals  were  made  under  the  di- 
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rectioii  of  tlie  Federal  Home  Loan  Bank  Board.  I  thoiitrbt  the  ques- 
tion was  directed  to  appraisals  on  individual  loans  made  by  institu- 
tions which  are  memWi-s  of  the  Federal  Home  T^an  Bank  System, 
and  I  said  that  we  did  not  make  such  appraisals.  I  should  have  ex- 
plained that,  while  tlie  reofional  Federal  home-loan  banks  do  not  check 
the  appraisal  when  a  member  institution  makes  a  loan,  we  do  check 
carefully  the  loans  made  and  the  soundness  of  appiaisals  behind  them 
when  the  examiiuition  of  an  institution  takes  place. 

Every  institution  in  the  membership  is  examined  at  least  once  a 
year,  and  we  liave  authority  to  examine  at  any  other  time  if  it  seems 
desirable  to  do  so.  If  we  find  any  loans  winch  seem  doubtful  we 
provide  for  such  appraisals  by  i]idei)endent  and  qualified  appraisei-s 
as  are  necessarv  to  satisfv  us  as  to  the  valuations  ao^ainst  which  loans 
liave  been  made.  If  any  of  them  are  wrong,  the  condition  has  to  be 
corrected. 

In  the  same  way  if  any  collateral  presented  to  one  of  the  banks 
seems  to  represent  doubtful  value  we  would  provide  for  appraisal 
immediately.  The  number  of  appraisers  employed  on  a  fee  basis 
for  any  appraisal  work  for  the  banks  or  the  Corporation  has  been 
reduced  radically  as  a  result  of  our  experience  in  the  Home  Owners* 
Loan  Corporation  operation.  We  found  it  neces-sary  to  eliminate 
thousands  of  so-called  appraisers  because  they  were  not  qualified  for 
responsible  work.  We  conducted  appraisal  examinations  of  appli- 
cants all  over  the  country  during  1934  alone.  Of  6,000  who  applied, 
less  than  2,000  could  be  rated  as  satisfactory  or  accepted.  The 
question  of  sound  appraisals  is  a  fundamental  one  to  the  making 
of  sound  loans  and  the  rigging  of  appi*aisals  in  order  to  increase  the 
amount  of  a  loan  and  the  alleged  value  of  a  piece  of  property  offered 
for  sale  was  a  common  practice  in  the  period  befoi-e  the  depression.. 
It  has  not  yet  been  entirely  eliminated  in  the  country . 

No  n.atter  how  much  care  is  exercised  in  the  making  of  mortgages, 
it  is  difficult  to  prevent  overappraisals  which  result  in  losses.  It 
is  an  inevitable  part  of  the  experience  of  every  lending  institution.. 
The  question  is  how  large  the  losses  may  be. 

Undoubtedly  the  Federal  Housing  Administration  has  tried  to 
exercise  every  care  to  prevent  overappraisals  in  connection  with  the 
loans  it  has  insured.  So  did  the  Home  Owners'  Loan  Corporation. 
Nevertheless,  on  the  properties  which  it  has  acquired  and  sold  up 
to  the  end  of  last  year  the  average  net  loss  to  the  Federal  Housing 
Administration  per  proi>erty  was  $692.70  against  an  average  pre- 
mium paying  insured  loan  of  $4,168. 

This  slightly  higher  than  the  net  $638.05  loss  on  Home  Owners' 
Loan  Corjwration  proj^erties  through  the  end  of  1938.  In  the  latter 
case  the  losses  were  aggravated,  of  course,  not  only  by  original  over- 
appraisal  but  by  the  fact  that  delinquent  borrowers  were  carried 
for  a  long  time  before  foreclosure.  The  original  Home  Owners' 
Loan  Corporation  loans  were  made,  not  on  the  basis  of  market  values, 
but  of  a  very  liberal  a|)praisal  and  the  borrowers  were  delinquent 
2  years  on  their  old  mortgages  and  3  years  behind  on  taxes  when  the 
loans  were  made.  Insured  loans,  on  the  other  hand,  are,  of  course, 
supposed  to  be  made  on  the  basis  of  a  fair  present-day  market  value. 

The  point  is  that,  whether  it  be  on  old  loans  or  newly  made  and 
supposedly  sound  loans,  appraisals  may  be  very  misleading  and  losses 
surprisingly  high. 
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A  question  was  asked  at  the  hearing  last  week  relative  to  holdings 
of  real  estate  l)y  lending  institutions  and  the  effect  of  such  holdings 
on  their  lending  capacity. 

As  a  result  of  the  difficulties  which  have  arisen  since  1930,  all 
classes  of  lending  institutions  have  had  more  foreclosures  than  for 
many  years,  and  consequently  acquired  more  property.  The  number 
and  value  of  liomes  they  have  acquired  was,  iiowever,  in  j^roportion 
to  the  home  mortgages  they  held,  irrespective  of  other  kinds  of  real 
estate  on  which  they  liad  loaned  money. 

Mutual  savings  banks  and  insurance  companies  took  over  a  lower 
percentage  of  urban  homes  because  their  volume  of  such  mortgages 
w^as  smaller.  Commercial  banks  acquired  a  slightly  smaller  per- 
centage of  urban  home  properties  in  proportion  to  the  liome  mort- 
gages held  by  them  than  savings  and  loan  associations.  This  was 
due  to  the  fact  that  the  latter  class  of  institutions  confined  their 
lending  almost  exclusively  to  home  mortgages  and  to  a  much  higher 
percentage  of  value.  On  the  other  hand,  commercial  banks,  insurance 
companies,  savings  banks,  and  mortgage  companies  acquired  by 
foreclosure  very  substantial  real  estate  holdings  in  office  buildings, 
hotels,  apartment  houses,  and  industrial  properties. 

There  has  been  a  steady  decline  in  the  real  estate  of  all  kinds  held 
by  the  mortgage  lending  institutions  since  1936,  altliough  the  volume 
is  still  substantial. 

The  importance  of  real  estate  in  possession  of  financial  institutions 
depends  upon  its  real  value  and  earnings,  but  the  amount  held  by  all 
classes  of  institutions  has  very  little  influence  on  their  ability  to 
meet  the  needs  of  borrowers  because  of  the  large  amount  of  free  mort- 
gage money  now  available. 

TRENDS  IN  HOME  MORTGAGE  INDEBFEDNESS  SINCE   1929 

According  to  the  estimates  of  the  Federal  Home  Loan  Bank  Board, 
the  total  volume  of  mortgage  indebtedness  against  one-fourth  of 
family  nonfarm  homes  stood  at  $21,664,000,000  at  the  end  1929. 

Trends  since  then  may  be  summarized  as  follows : 

(1)  In  1932  and  1933  there  was  a  precipitous  decline  of  a  billion 
and  a  half  dollars  a  year  in  the  home  mortgage  debt.  Tliis  decline 
was  due  principally  to  four  factors.  There  had  been  a  great  in- 
crease in  home  mortgage  foreclosures,  the  largest  in  the  history  of 
the  country.  Simultaneously  the  volume  of  new  mortgage  lending 
dropped  sharply.  The  regular  reduction  by  amortization  of  out- 
standing loans  also  contributed  to  reduction  of  the  total  figure.  In 
addition,  lending  institutions  called  great  numbers  of  good  loans 
where  foreclosure  was  unnecessary  and  insisted  that  borrowers  reduce 
the  amounts  of  their  loans  and  accelerate  amortization. 

(2)  Since  1933,  the  decline  in  the  home  mortgage  debt  has  been 
gradual.  It  was  slowed  down  during  1934  and  1935  as  a  result  of 
the  large  volume  of  loans  refinanced  by  the  Home  Owners'  Loan  Cor- 
poration. During  1936  and  1937  the  decline  in  outstanding  home 
mortgage  debt  w\as  comparatively  small.  The  preliminary  estimates 
for  1938  indicate  a  rise  from  the  preceding  year  to  about  $17,600,- 
000,000.  ^    ^      ^ 
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thl^}^  f.^dent  that  the  contraction  of  business  in  1937  contributed  to 

ScrS^ed^Dron^rftr?  ?^''  ^^^^  '^^  '"'*^">g  "^^^  «*  ^  S^^^^^h 
^^toH^  '^^  ?  "/  ''°"?*  mortgages  to  the  monthly  or  quarterly 
amortized  basis  tends  to  reduce  the  volume  of  refinancin<r    The  not^ 

skuatioil!"'  '"  '^"  °""^'"  "^  ^'^'^^o'^'^  has  also  contributed  to  ?his 

«*  wL?i^  impossible  to  say  how  much  of  the  present  $17,600,000,000 
^  \Z  Xrfnfth '^'  represents  mortgages  wTiich  were  Outstanding 

were  writfpn  «3  ^   T^.v  ^^""^  '°""'  amounting  to  $12,000,000,0(1 
were  written  and  most  of  these  loans  are  still  outstanding    An  aMi 
tional  amoimt  of  $6,000,000,000  of  new  loans  werwrS  from  1930 

doSfes  IndV^  •  "'*'  '"''?" ""  connection  with  the  decline  in  foii 
Closures  and  m  the  increase  m  amortized  payments  it  is  clear  that 

hrc!c  W^^  ^^^*  '"  1^30  is  still  outstanding.'  Although  mos" 
houses  which  were  mortgaged  in  1930  are  still  mortgaged,  thf  obK 

faShitTeS  {TafffaSirf  ""^-*^"^^^-  '^""^  "^ 

1q^ ^^^'  ^4^'  ^^^  000 

iyd5 17^  7.T4  ^)0Q  ^^ 

Im? 1"^'  409,  000, 000 

inol 17'  308,  000,  000 

rpi      ,  ■^^''^ 17.600,000,000 

ity  fri'^riT^  TT^^U!l'n^^"^^^^«^  "^^^^^^d  ^^'itl^  ^^^^t  rapid- 
ity tiom  1921  to  1929     Up  to  1920  It  was  less  than  9  billions  of  dollars 

000  000^  Po  1 '  .  !  ^"'^'^^  mortgage  debt  outstanding  was  $13,643  - 
fSr^l  to  i09Q*'  speculation  and  the  increase  of  mortgage  debt 
TTom  1921  to  1929  was  as  conspicuous  as  securitv  sneculation  All 
classes  of  lending  institutions  increased  theirT)lume^f  o^^^^^^^  The 
commercial  banks,  for  example,  which  had  a  total  Kt  Sooo  oon 

another  48  percent  increase  up  to  $1,850,000,000  in  192^  Thev  in 
toiri89  00o'o^^^^  $2,500,000,000  by  1929,  Tnd  then  dropp^ 

held  $1  4^0^^^  ^ft'    ^*  ^^"  ""^  ^^  ^^^^  ^^'  commercial  bK 
years  lift      '  mortgages  or  $450,000,000  less  than  10 

as^ST  TCrl^^^  Tk""^  '"^^^'^  ^""^^'  ^^^  ^^^^i«g«  ^«d  loan 
associations  all  increased  by  very  large  margins  up  to  1929     Tn 

creases  of  the  commercial  banks  and  savings  and  lo^an  asWiona 
were,  however  much  greater  proportionatelf  than  the  Hf^-W 
companies  or  the  mutual  savings  banks  insurance 

«.  Ji!  expansion  of  the  mortgage  debt  from  1921  to  1929  undoubtedly 
r.^ZTl^^  ^Tfr  '"fl^t^<^"  «f  values  and  the  speculation  whicK 
tended  It  would  have  caused  serious  national  difficultL  irres^tive 
of  the  troubles  that  developed  elsewhere  in  our  financ  al  svs^em^^^^ 

Srfnlj^ltrr^^^  '-''  ^^  ''-  — ^^  toda^^^ra  mS 
to  the  Senate  committee,  to  try,  as  far  as  T  may.  to  answer  aJTy^e^ 
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tions  that  the  committee  cares  to  ask,  or  offer  any  explanations  which 
you  feel  should  be  made. 

The  Chairman.  Mr.  Fahey,  I  think  I  can  perhaps  accommodate 
you,  and  probably  the  convenience  of  the  connnittee,  by  making  you 
a  suggestion,  and  that  is  this:  1  think  perhaps  it  would  suit  your 
purposes  and  the  connnittee,  if  you  would  limit  your  discussion  to 
the  matter  of  the  insurance  of  loans  on  existing  construction.  If 
you  have  further  suggestions  you  desire  to  make,  we  shall  be  glad 
to  have  you  do  so,  but  otherwise  I  suggest  you  proceed  with  the  dis- 
cussion of  that  question. 

Mr.  Fahey.  I  will  be  very  glad  to  do  that,  or  to  answer  any  other 
questions. 

So  far  as  the  insurance  of  loans  on  existing  homes  is  concerned, 
the  opinion  of  our  board  is  that  with  the  steadily  declining  demand 
for  the  insurance  of  refinanced  loans — ^it  has  dropped  now  from 
sometliing  like  64  percent  of  the  business  of  F.  H.  A.  to  about  30 
percent — the  decline  in  interest  rates  throughout  the  country,  and 
the  anxiety  of  lending  institutions  to  hold  on  to  their  loans,  there  is 
no  longer  any  good  reason  why  such  loans  should  be  insured.  On 
the  other  hand,  we  believe  it  is  highly  desirable  that  F.  H.  A.  should 
devote  all  of  its  energies  and  resources  to  the  original  objective  of  this 
insurance  plan — ^the  stimulation  of  new  construction  and  improve- 
ments. 

I  think  everyone  recognizes  that  the  unemployment  problem  in 
this  country  is  one  of  our  greatest  problems.  There  is  no  employment 
involved  in  refinancing  a  loan  now  held  by  an  institution.  On  the 
other  hand,  there  are  opportunities  for  great  developments  in  new 
construction  and  in  modernization. 

It  is  apparent  that  the  present  intense  competitive  efforts  between 
institutions  in  their  attempts  to  get  loans  away  from  each  other  have 
created  a  good  deal  of  confusion,  and  have  involved  an  unnece^jsary 
assumption  of  risk  on  the  part  of  the  Government,  through  F.  H.  A. 
insurance  of  such  loans. 

We  find  some  of  the  institutions  in  the  Federal  home-loan  bank 
system  taking  loans  from  the  other  lenders  and  insuring  them  when 
there  is  no  good  reason  for  doing  so  since  the  other  institutions  are 
ready  to  renew  them  on  the  same  terms  because  th^y  have  money  in 
abundance. 

We  have  at  our  disposal  far  more  of  mortgage  money  than  the 
country  has  ever  seen  in  the  past,  more  than  twice  what  we  had  when 
we  were  at  the  very  peak  of  home  building  in  this  country. 

The  question  is  how  far  the  Government  is  called  upon  to  go  in 
guaranteeing  profits  to  private  interests  as  against  the  reasonable 
control  of  fair  competition. 

It  has  been  suggested  with  reference  to  the  insurance  of  loans  on 
existing  homes  that  that  if  it  was  eliminated,  entirely,  it  would  be  a 
disadvantage  to  new  purchasers  of  existing  homes.  That  would  be  a 
valid  objection  to  suspending  completely  that  particular  provision  of 
the  law.  It  could  be  met,  easily  however,  by  providing  that  a  loan 
made  in  connection  with  the  purchase  of  an  existing  house  by  a  new 
owner  could  be  insured.  The  other  question  of  insuring  the  renewal 
of  a  maturing  loan  to  the  same  borrower  is  quite  a  different  matter 
it  seems  to  us.    If  an  institution  holding  a  loan  on  an  existing  home 
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was  unwilling  to  refinance  it  on  a  fair  basis,  I  mean  if  it  was  trying  to 
exploit  or  take  advantage  of  the  borrower,  it  would  not  be  difficult  to 
provide  that  it  could  be  insured  when  transferred  to  another  lender. 
It  seems  to  us,  however,  quite  mniecessary  to  continue  the  insurance 
of  existing  loans  which  the  institutions  are  ready  and  anxious  to 
renew,  and  wliere  the  attitude  simply  is : 

It  costs  us  nothing  to  insure  it.  Tlu'  borrower  luis  to  pjiy  tor  it.  jukI  that 
being  the  case,  we  might  just  as  well  have  the  Government  insure  il  foi-  iis 
and  get  that  additional  protection. 

There  is  one  other  factor  involve<l  in  the  (pustion  of  old  loans. 
as  well  as  new  loans,  and  tliat  is  the  incident  of  brokerage  fees  and 
other  charges.  As  you  gentlemen  are  well  aware,  there  is  great  con- 
fusion on  the  subject  of  interest  rates.  There  is  a  great  ditference 
between  a  '^nominar'  interest  rate  and  the  real  ov  ''effective''  luteresi 
rate.  The  latter  takes  into  consideration  all  charges  made  ni  coi;- 
nection  with  a  loan.  The  former  does  not.  Brokerage  and  all  other 
charges  have  to  be  figured  when  we  attempt  to  determnie  the  real 
interest  rate  being  paid  on  a  loan.  ^     . 

You  have  ]\iA  listened  to  I  he  vice  president  of  the  l^owery  havnigs 
Bank,  and  a  reference  has  been  made  to  their  recent  annoimcement  -f 
a  41/4  percent  rate  on  F.  H.  A.  loans.  Perha])s  some  of  the  membeis 
of  the  committee  are  alreadv  familiar  with  the  Bowery  Savings 
Bank's  study  of  its  fluctuating  interest  rates  foi-  more  than  a  century 
and  the  recent  publication  of  a  chart  indicating  those  fluctuations. 
I  have  some  of  those  charts  here,  if  you  care  to  have  them. 
As  Mr.  Schwulst  has  made  clear  to  the  c(mimitlee,  the  actual  loan 
cost  is  not  merely  a  matter  of  a  nominal  interest  rate  but  what  the 
rate  may  be  representing  all  costs  to  the  borrower.  In  this  particular 
case  the  total  cost  to  the  borrower  with  a  4y4-percent  rate,  when  we 
include  the  insurance  premium,  is  4%  i)ercent.  As  a  matter  of  fact 
the  Bowery  Savings  Bank's  average  rate  in  1988,  without  insurance 
of  loans  by  the  F.  H.  A.,  was  down  to  4  ]>eicent.  and  has  recently 
averaged  iy*  ])ercent  without  insurance.  The  Bowery  makes  loans 
only  in  selected  areas  where  risks  are  negligible.  Higher  rates  are 
charged  by  every  class  of  institution  in  the  country  on  loans  in  areas 
where  the  risk  is  gi'^ater,  in  the  second-  and  third-class  neighborhoods 

*iiid  elsewhere. 

Mr.  Chairman,  if  there  are  any  other  questions  on  the  subject  that 
you  care  to  ask,  I  will  be  glad  to' try  to  answer  them. 

Mr.  Brow^n.  I  would  like  to  ask  the  witness  one  quest uni. 

The  Chairman.  Yes.  ,  ,     ,    i     t-   tt    i 

Mr.  Brown.  Do  you  believe  that  if  we  had  had  the  if.  H.  A.  ni 
1932,  we  would  not  have  had  need  for  the  H.  O.  L.  C? 

Mr.  Fahey.  I  do  not.  The  conditions  were  such  at  that  time 
that  H.  O.  L.  C.  was  unavoidable.  •       i      , 

I  think  our  imi^ortant  problem  in  coimection  with  housing  develop- 
ment is  to  prevent  the  necessity  of  another  H.  O.  L.  C.  at  some  time 

in  the  future.  ^  , ,        ,    , ,     ,  x  j 

Mr.  Brown.  Do  you  not  think  that  would  probably  be  prevented 

if  we  continued  the* loans  on  existing  homes? 
Mr.  Fahey.  What  is  that?  -m 

Mr.  Brown.  Do  vou  not  think  we  could  probably  prevent  it  it  we 

continued  the  loans  on  existing  buildings?     If  we  continued  under 
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title  II  to  make  loans  on  existing  buildings,  I  do  not  see  any  need 
for  any  H.  O.  L.  C.  in  the  future. 

Mr.  Fahey.  It  would  all  depend,  I  think,  Mr.  Congressman,  on 
Avhat  happens  so  far  as  real-estate  speculation  and  undue  expansion 
are  concerned  in  the  years  ahead  of  us. 

What  I  think  is  not  generally  realized  is  the  fact  that  from  1922 
to  1929  our  speculation  in  real  estate  and  homes  was  about  as  hectic 
as  it  was  in  the  stock  market.  During  that  period  we  had  rising 
interest  rates  on  home  mortgages,  inflated  values,  and  overbuilding. 
We  overbuilt  in  many  sections  of  the  country,  and  we  are  still 
suffering  from  it.  There  is  still  the  undue  proportion  of  real  estate 
in  the  hands  of  all  kinds  of  institutions. 

Mr.  Bkown.  Do  you  think  we  are  overbuilding  now  ? 

Mr.  Fahey.  Oh,  no ;  not  a  bit  of  it.  There  may  be  some  sections 
where  we  have  begun  to  overbuild,  but  in  the  country  as  a  whole  I 
would  not  say  so.  We  have  a  considerable  distance  to  go  to  make 
up  our  housing  shortage. 

The  Chairman.  Of  course,  if  we  contemplate  adequate  housing 
facilities  for  the  people  of  the  Nation,  we  are  far  from  overbuilding. 

Mr.  Fahey.  Yes;  butj  Mr.  Chairman,  there  is  a  lot  involved  m 
providing  adequate  housing  for  our  people. 

The  Chairman.  I  know  you  are  not  speaking  solely  from  that 
standpoint. 

Mr.  Fahey.  It  is  not  merely  a  question  of  financing  or  of  interest 
rates.  While  those  are  very  important  incidents,  they  are  only  a 
comparatively  small  part  of  the  housing  problem  in  this  country. 
We  must  contemplate  many  other  adjustments.  We  must  make  very 
much  greater  progress  than  we  have  yet  in  better  planning,  better 
construction,  better  appraisals,  lower  cost  of  materials,  lower  unit 
labor  costs,  and  greater  cooperation  among  all  those  engaged  in  the 
housing  industry.  In  my  judgment  the  sooner  all  of  the  interests 
involved  concentrate  their  attention  upon  providing  better  homes 
at  less  cost,  the  better  off  we  will  be.  ' 

The  Chairman.  It  would  be  all  right  if  we  could  enlarge  the 
purchasing  ability  of  the  people  of  the  United  States,  too,  would 
it  not? 

Mr.  Fahey.  That  is  a  part  of  the  problem  which  is  in  turn  influ- 
enced by  the  revival  of  construction.  In  my  judgment,  the  sooner 
the  private  enterprises  interested  in  housing  devote  a  little  more 
thought  to  what  they  can  contribute,  and  rely  less  upon  having  profits 
guaranteed  to  them,  the  better  our  situation  will  be. 

Mr.  Crawford.  Mr.  Fahey,  I  was  very  much  interested  in  your 
statement,  in  which  you  made  reference  to  the  competition  that  exists 
between  lending  institutions.  Do  you  think  that  competition 
between  lending  institutions  is  moving  in  the  direction  of  the  com- 
petition which  existed  in  commercial  banks  and  the  combination  of 
commercial  and  savings  banks  some  years  ago,  in  saying  what  thev 
would  pay  to  depositors  for  money  on  daily  balances  and  so  forth  ?  * 

Mr.  Fahey.  I  am  glad  to  say  that  the  element  of  combination 
iimong  mortgage  lending  institutions  is  unimportant.  There  is 
danger  m  it  wherever  it  is  indulged  in.  The  savings  institutions 
-throughout  the  country  have  been  and  are  beng  obliged  to  reduce  the 
rate  of  interest  that  they  are  paying  to  depositors  in  savin^rs  banks 
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insurance  companies  "n  the  red  c  „n^f  fe'^'T  *?  ^♦^^''*  *»'«  «*«- 
mortgages  and  absoh.telv  safe  seen ritv  f^J^T^\  I^wer  returns  on 
these  institutions.  They  J^lltZllJ  ""''^tments  are  affecting  all 
operating  costs  without  Self  wCt  fh  'P''''^  ^'^  '^^"^  ''^^''^'^ 
holders  and  to  policyholder  "^  P*^  depositors,  share- 

ings  provide  the  money  to  buid  homTs   T  "*  ^'""'^^"^  ^hose  sa^? 
far  jn  that  direction  and  dLouragS  thrift  ''"'''  ""'^  *"  «"  ^"« 

of  ttyL-r^ittcis  S^nt^r^at^f  y:,?T^  -^^-^^^^ 

^-ented.    We  ought  to  do  -^r^t^  in  tf ^^^ to^'^^^^^^ 

^^^rT^"^7:^L,'::^  Ltt'^^ij'"'' ^o^  '%^^  P-t  -here 
must  be  rememberwl  that  thoninHi  *  who  provide  the  funds.  It 
small  amounts,  $5()oV  $1  90n  if  f ,  of  mtitutions  make  loans  in 
people  on  houkt  repreinS  bu  ainw '"  T  ''^r^^'^^  *«  ^^  ^^nal" 
loans  and  the  cost  of  hSS  them  i^™..r'"'-,  ^'''^  "*  »"  «««h 
on  larger  loans,  and  thev  have  fl  T,  7-  T"^'  «''«**«'•  than  it  is 

Mr.  CiuwFoii,.  You  refer7o  Til  *  *^  *  '''«''""  ^'^  «*  interest, 
on  policies  and  reti.™  ^  ft,rthertr"?T-.  J^**"  '^  "«  interest 
cre^ing  the  cost  of  insuraS?  *''  ""'*  '*'*'  *«  ^*««t  "f  in- 

life-insu  ™comp'an£  as^^frlm  mnrf "  "^^  "'vestments  of  the 
bonds  and  the  higLt  J^ade  ofS^n'^^^1?'Vl^*'"f"'y  ^^  *"?!«  A 
represent  very  little  veUnT  sliS  mfr;  ,f»«h,bonds  and  securities 
portant  to  the  insurance  comDanielfn^^  -^^i"  ?  P*'"'*"*-  I*  is  im- 
go<K  mortgage  loansS^iTr^r^TtC^^'^''^''^''^i''^^y 
That  IS  also  true  of  the  mutufl  saKhUt  ^^  "*'?  ««*  *»«ld  of. 
«"«ther  classes  of  mortgage  lenders^  '  "'•"•"^^^^l  banks,  and 

cases  they  certainly  should  ™®  interrupt  to  say  in  some 

again-st'^^Xr'iS  oXt'oSnlh^;  ""'""'T  '""^^  ^  ^'^^d-g 
been  testified  to  here  this  mornin-  -^  mortgages,  and  that  h£ 
them.  ""^  mo.nmg,  and  paying  as  high  as  103  for 

Mr.  Fahet.  In  some  cases. 

deposito^Hhriftrp™^^^^^  ^"^  'i}''  -t''"d  to  individual 
voir  to  be'subseq.'eX'^^'vZ'ed  fsE"  ^^^  ^r'  ^  '''"«  *  'eser- 
which  exists  by  the  lendinl1n«Ht„f^^^  ^-  "^'T'^^  ""t  of  the  picture 
their  institutions?  ^  '"^titutions  m  their  attempt  to  build  up 

rJS^'J:^^.  inrrest^Tt^u,^';:rTeTrm:^,''f  ^"^^^^^  -  ^^-g 
the  country,  but  it  is  sub^aSi:!]"  lo4er      "'  '"  '''*^"'"""*  P^'-'^  "^ 
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The  other  point  to  which  I  referred  a  moment  ago,  the  (juestiou 
of  brokerage  and  the  sale  of  insured  mortgages  by  the  institutions 
to  R.  F.  C.  and  the  Federal  National  Mortgaging  Association  is 
something  to  which  the  committee  might  well  give  some  considera- 
tion. 

Mr.  Crawford.  In  your  statement  which  you  sent  to  the  committee 
I  find  this  interesting  paragraph,  which  is  A^ery  brief : 

In  1937  we  saved  a  billion  and  a  half  dollars  more  than  we  did  in  1929, 
notwithstanding  the  fact  that  our  national  income  was  (j7  billions  of  dollars 
compared  with  a  i)eak  of  78  billions  of  dollars  in  1929. 

Wliat  do  you  think  is  the  primary  cause  of  that  increase  in  sav- 
ing? 

Mr.  Fahet.  Of  course,  there  are  a  variety  of  reasons. 

Mr.  Crawford.  Make  it  as  brief  as  you  want  to  make  it. 

Mr.  Fahet.  Two  I  think  are  substantial  reasons.  So  far  as  small 
savers  are  concerned,  I  mean  the  workers,  so  many  of  them  were 
badly  scared  by  the  experiences  from  1930  to  1933  that  when  they 
began  to  enjoy  the  advantages  of  reemployment,  they  began  to  save 
faster  than  before. 

We  had  what  I  think  is  an  interesting  bit  of  evidence  of  this 
in  the  case  of  H.  O.  L.  C.  Despite  the  decline  of  business  in  1937, 
we  did  not  feel  it  appreciably  for  many  months.  Our  borrowers 
kept  up  their  payments  just  the  same.  We  really  did  not  begin  to 
feel  it  until  1938.  Then  it  disappeared  very  quickly.  We  are  now 
back  to  as  high  a  point  of  collections  as  against  billings  as  we  ever 
were. 

The  other  thing  is  that  so  far  as  people  of  substantial  means  ai*e 
concerned  they  increased  greatly  the  savings  they  placed  in  com- 
mercial banks.  Another  important  factor,  is  the  great  amount  of 
money  that  came  back  from  hoarding.  At  the  end  of  last  year 
there  was  still  a  billion  and  a  half  of  dollars  in  hoarding  in  this 
country. 

Mr.  Crawford.  Tliis  $1,600,000,000  which  you  have  mentioned,  does 
that  include  the  savings  that  come  into  baby  bonds? 

Mr.  Fahet.  Yes ;  all  kinds. 

Mr.  Spence.  How  many  pieces  of  i*esidential  property  does  the 
Home  Owners'  Loan  own  now  ? 

Mr.  Fahet.  We  have  about  100,000. 

Mr.  Spence.  When  you  sell  them,  how  do  you  help  the  prospective 
buyers? 

Mr.  Fahet.  We  have  to  meet  the  market  in  selling  them.  We  sell 
them  for  a  certain  amount  of  cash  down,  and  spread  the  i-est  of  it 
over  a  series  of  years,  just  as  other  lending  institutions  do. 

Mr.  Spence.  What  is  the  appraised  value  of  your  property  ? 

Mr.  Fahet.  We  have  approximately  100,000  propei-ties  and  the 
total  value  on  our  books — that  is,  not  merely  appraised  values  but 
accumulated  deficiencies,  taxes,  and  so  forth — is,  roughly,  $500,000,000. 

Mr.  Spence.  What  effect  will  the  insurance  of  existing  mortgages 
of  the  F.  H.  A.  have  on  the  properties  you  now  hold? 

Mr.  Fahet.  That  is  difficult  to  say  so  far  as  existing  houses  are 
concerned.  It  will  have  some.  We  would  be  more  likely  to  feel  the 
effects  of  insurance  on  new  constiTiction  because  of  the  temptation  to 
our  borrowers  to  abandon  the  homes  on  which  we  hold  mortgages  and 
take  new  ones. 
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J^^\  pi^ORD.  How  mncli  do  you  ask  down,  a  small  payment  on  a 
$6,000  home?     How  much  is  the  payment? 

r..^!^'  w??\  ^^'^  ^'^""^  ^^'\  '■''*^'^'*  fortunate  on  that,  Mr.  Congress- 
man, i  think  our  average  down  payment  for  the  country  up  tl)  the 
end  of  last  year  was  somewhere  around  15  percent.  It  varies  and 
goes  to  o  or  10  percent  in  some  cases. 

Mr.  GiFFORD.  You  do  not  ask  20  percent,  of  course? 

nnnlfnn  7^7*  '^^''''"^  ^^''^  ^f ",  P^"^^  «^  "^  ^"^^  *«  ^^e  extent  of  $105,- 
m)/m.  Of  course,  most  of  them  were  refinanced  by  various  insti- 
tution- and  this  could  not  have  been  done  at  a  rate  higher  than  the 
n.  U.  L.  C .  5-percent  rate. 

Mr.  (JiFFORD.  We  would  have  been  very  glad  to  find  a  customer 
who  was  willing  to  take  a  loan  after  putting  out  a  small  amount  of 
^^\l^^'^  ^  ^^^  promise  of  taking  care  of  it. 

Mr.  Fahey.  Yes;  but,  of  course,  with  all  the  lending  institutions 
It  IS  always  a  question  in  selling  property  whether  it  is  not  better 
to  sacrifice  on  the  price  and  be  sure  they  are  out,  rather  than  take 
o  or  10  percent  down  and  the  balance  over  a  long  period. 
Mr.  Spence.  I  am  talking  about  a  new  customer. 
Mr.  Fahey.  About  a  what? 
Mr.  Spence.  About  a  new  customer. 

Mr.  Fahey.  Even  with  a  new  customer  that  applies.  Institutions 
all  oyer  the  country  are  selling  properties  at  5  or  10  down,  and  even 
nothing  down,  depending  upon  the  reliabilitv  of  the  borrower 

Mr.  hPENCE  We  have  had  these  large  life-insurance  companies  and 
these  savings  banks  wanting  us  to  continue  this  insurance,  and  I  want 
to  ask  you  if  a  borrower  goes  to  one  of  these  savings  banks  for  an 
insured  loan  and  they  send  an  appraiser  to  him,  does  that  appraiser 
to  your  mind  i-epresent  an  officer  of  the  bank,  if  the  borrower  wants  to 
pay  for  the  appraisal  fee  for  the  appraiser?  Is  he  an  independent 
appraiser  or  is  he  connected  with  the  bank?  Does  the  bank  itself 
f:et  any  brokerage  fee  or  any  money  from  the  appraisal  beyond  the 
interest  rate?  j  ^ 

Do  you  get  my  point  ?  I  have  been  informed  some  banks  have 
their  own  particular  appraiser  on  it. 

U  5.';,n'l![^I-  ^^'''^}f  iT'  .^"^:  ^^^^^^'a".T  speaking,  I  do  not  think 
It  would  be  the  case  that  the  institutions  would  make  anything  out  of 
appraisals.  •         ^ 

Mr.  GiFFORD  On  these  insured  loans,  do  you  not  think  that  the 
borrower  usually  has  to  pay  a  brokerage  fee?  What  would  that 
lii-okerafire  fee  be,  perhaps,  on  a  $6,000  loan  ? 

Mr.  Fahey.  I  think  it  varies  according  to  the  regulations  of 
^  H.  A.  1  am  not  sure  what  the  brokerage  fee  is  under  present 
regulations,  but  the  brokerage  charge  for  the  arrangement  of  a  loan 
may  run  from  1  to  5  percent,  ordinarily. 

Jj'6,000  loan  is  $180,  is  it  not  ? 

Mr.  Fahey.  Something  like  that. 

In  the  stateinent  presented  before  the  Senate  committee,  because  of 
the  necessity  for  clearing  up  a  misunderstanding  relative  to  nominal 

^rino  L!'"  "^!^^-^^^l'^;/'S  ^^e  figured  and  presented  those  figures  on  a 
Jho,40')  loan,  as  I  recall  it,  ^ 
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Mr.  (JiFHiRi).  I  am  trjiiij;  to  connect  the  borrower  with  a  lendiiK' 
institution,  r  want  t„  know  to  wliom  the  borrower  pays  the  appraisal 
fe*  to  whom  he  pays  the  brokerage  fee,  and  who  benefits  thereby 

o„^''tor  or1«;,li.""   ■''  ''"  Tf  "T  Y^'^-^^^  f'-e  *<>  the  real-ektate 
'VpV     \      '""'^Pi!  or  sonielKxly  outside. 

The  CHAiRM.iN.  Let  me  interrupt  just  a  moment.  You  say  in 
speaking  of  tl.e  brokerage  fee.  the  i,er.son  conducting  tliis  transactio  " 

if  i""^  "^  "  tJ-ansaction  are  you  talking  about «  *'<•«■..«. 

Mr.  J"  AiiKY.  I  iiKsnmed  tile  Congressman  refers  lo  the  borrower  who 
wa.,ts  to  get  an  80-  or  90-percent  loan  on  a  $6,000  house 

Mr.  GiFFORD.  An  insured  loan  on  a  $6,000  house;  yes. 
I,.   L         "-y"-'''^-  '«  't  ,»••>'*>  tl>"t  on  the^e  insured  loans  there  is  a 

Mr.  a  AHEY.  I  cannot  .say. 

The  Chairman.  You  an'd  Mr.  Gifford  are  discussing  the  matter  as 
f  such  fees  are  charged.     We  do  not  have  such  informftimt    l"  ould 

M  •"  F  ::^;v  n/'"'  ^^''^  "'■^-  """""^  ^'^  "'^^'-^^t^^'  *»  that.     " 

311.  1<AHET.  Of  course.  It  IS  assumed  that  the  institutions  of  aft 
cla.sses  winch  have  transferred  and  sold  F.  H.  A    loans  \Xchthev 
onginally  ma.le  and  no  longer  have  the  benefit  of  tZ  inS    .id 
on  them,  looked  tor  their  profit  to  the  brokerage  fees    nrolve 
making  and  selling  these  loans.  ^  nuoneu  in 

Mr  F,«rTh=)t"i"  ''"r  "" M ^"''  Z-^*  *''^y  P*y  premiums. 

Ml.  J^c.Ri).   I  hat  IS  not  anything   ike  5  ijercent     It  is  i  nerr-pnf  ;„ 

most  instances.    The  bank  Will  turn  over  a  mortgage   pairthem  5 

and  they  will  tun,  it  over  at  4y,  or  434  percent.     ^  ^  '  ^  ""  "' 

Mr.  tRAwroRi).  Mr.  Fahey.  we  understand  that  a  broker-i.m  fp..  ;■ 

paid  for  getting  these  mortgages.  mokeiage  lee  la 

»!'■  ^"'"''  '^^•'^*''  Jones  does  that. 

ers     n!^"^  Jr""'"'"'*;''  ''•^"",""«t«'"s  «"•!  tests  of  some  8,000  apprais- 

Sualified!       *  "'  """'*""■  ""'^'  2-°^  '■°"'''  ^  *^"»ti"»«d  clnThJ^st  '^ 

Mr.  Crawford.  In  court  cases  with  rp'd  P^tafo  fi,o  ,,        •     i     t.t 

so  much  it  would  seem  both  sides  oglt,b   dsJralM'e'r'w'  f  *^"' 
times  recognize  that.  uisquaiined.    We  some- 

Witli  your  long  experience  in  ajjpraisals.  do  vou  think  that  is  on« 
of  the  nnportant  malters  under  tliis  housing  propos     o7' 

Mr.  Fahey.  1  think  (he  whole  problem    , J  it  -.tfoAJ  ;i 
of  mortgages  throughout  the  c.ni,  t'-^  sl^rAnux   t<;^fr 
a.ii  appraisals  are  by  pn.fessionai  mei?  dC'fie     likp  ^Tr     " 

Z'mini-.  '''"^'  •'""  ''  '^^  licensed  alul  c^^ifit^l'  .  Mhe^y"' v  ^i. 
permitted  to  appraise  jjroj.erty  ^  * 

t,f\^^^^lS^''-J'y''  ^'""  fi''"^t  started  in,  not  only  were  von  ...re 
ful  as  possible  about  property  but  propert'y  had  t^  be  put  Ti.  ^, 


284 


AMENDMKNTS  OF  1939  TO  NATIONAL  HOUSING  ACT 


AMENDMENTS  OF  1939  TO  NATIONAL  HOUSING  ACT 


285 


a  shape  that  the  banks  in  every  instance  had  to  lose  some,  is  that 
correct? 

Mr.  Fahey.  That  is  correct. 

Mr.  Crawford.  Tlie  average  loss  on  foreck)Sures  was  only  16  per- 
cent ? 

Mr.  Fahey.  No.:  Perhaps  yon  have  that  confnsed  with  the 
F.  H.  A.  fignre.  It  rnns  ahont  the  same.  Let  me  see  if  I  can  give  you 
the  correct  figure  cm  that. 

Mr.  Cra\itord.  AYe  are  having  a  very,  very  difficnlt  pioposition. 
Excuse  me. 

Mr.  Fahey.  The  average  loss  on  proi)erties  which  F.  H.  A.  has 

sold  up  to  December  1 

Mr.  Crawford  (interposing).  The  F.  H.  A.  is  what  you  are  talking 
about? 

Mr.  Fahey.  Pardon  me. 

Mr.  Crawford.  The  F.  H.  A.  is  what  you  are  talking  about? 
Mr.  Fahey.  Yes,  sir.    Up  to  December  31  it  was  $692.70,  whicli  is 
about  16  percent  plus  on  the  average  loan  of  $4,168. 

The  average  loss  by  the  Home  Owners'  Loan  Corporation  has  l)een 
$638.65.  That  loss,  and  I  presume  it  is  the  same  in  the  case  of  the 
F.  H.  A.,  includes  accrued  taxes,  interest,  or  delinquent  interest.  And 
of  course  with  our  average  foreclosure  the  delinquency  ran  2  yeare 
and  the  taxes  2  yeai*s  before  we  foreclosed. 

Mr.  Crawford.  What  we  are  won-ied  about  here  is  tlie  matter  of 
appraisals.  Even  though  your  loss  is  about  as  much  as  you  say, 
this  is  a  new  thing.  They  have  not  had  the  long  experience  yet  that 
you  have  had.  Furthermore,  we  have  run  up  against  here  the  ap- 
praisal of  land  values,  and  with  your  hmg  experience  do  you  think 
a  rise  in  land  values  of  three  or  four  hundred  percent  is  justified  in 
making  appraisals? 
Mr.  Fahey.  Three  or  four  hundred  percent  ? 
Mr.  Crawford.  Yes. 

Mr.  Fahey.  Of  coiu-se,  that  would  apply  on  new  construction,  I 
take  it? 

Mr.  Crawford.  Yes. 

Mr.  Fahey.  There  are  two  points  of  view  relative  to  that  problem. 
One,  that  it  does  not  matter  if  the  property  will  bring  a  reasonable 
return  on  the  appraised  price  and  provide 'safety  for  the  mortgage. 
That,  however,  depends  upon  what  proportion  of  the  supi)Osed  value 
the  mortgage  represents.  Then  there  are  those  who  take  the  opposite 
view  that  such  write-ups  should  be  eliminated.  They  contend  that 
any  write-up  has  a  very  definite  relation  to  the  value  of  the  mortgage 
in  that  if  the  value  of  land  is  greatly  inflated,  higher  rents  must  be 
charged,  and  there  are  elements  of  danger  in  it  so  far  as  the  holder 
of  the  mortgage  is  concerned. 

Mr.  Gifford.  Here  is  a  concrete  case  where  property  was  bought 
for  $73,000.  The  revenue  stamp  disclosed  that,  although  we  knew 
they  put  more  revenue  stamps  usually  on  than  the  property  costs. 
You  cannot  prevent  that  under  the  law,  and  they  do  it. 

If  that  is  true  that  it  cost  $73,000,  and  then  it  was  marked  up  next 
day  to  $300,000,  do  you  think  it  is  in  the  realm  of  possibility  that 
that  should  be  condoned  ? 

Mr.  Fahey.  You  mean  it  cost  $73,000  one  day  i 
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Mr.  Gifford.  And  then  they  marked  it  up  the  next  day  to  $300,000. 

Mr.  Fahey.  And  then  the  next  day  it  was  valued  at  $300,000? 

Mr.  Gifford.  Yes.  They  represented  to  you  that  the  land  cost 
$300,000,  although  it  cost  only  $73,000. 

Mr.  Fahey.  I  would  think  that  was  a  pretty  generous  mark-up. 

Mr.  Ford.  At  the  present  time  I  think  that  is  unusual.  I  am  not 
condoning  this  case.  I  know  of  a  lot  where  I  paid  $1,200  for  it  within 
the  last  year,  and  I  offered  $6,500  for  that  lot  in  1926  and  could  not 
buy  it.  But  I  bought  it  from  a  bank  less  than  2  years  ago  at  $1,200. 
When  I  had  to  get  a  loan  they  said,  "Do  not  put  that  in  for  less  than 
$3,000.  That  is  what  that  lot  is  worth."  This  raw  case  of  property 
after  it  is  sewered,  landscaped,  sidewalked,  and  all  the  rest  of  it 
will  probably  warrant  that  build-up.  We  cannot  tell  anything  about 
it.  Nobody  would  say  a  word  if  the  next  piece  of  property  to  it  was 
sold  for  $50,00  Oor  $70,000,  because  there  is  an  unearned  increment 
involved  which  cannot  be  criticized  as  to  its  value,  if  it  is  sufficiently 
attractive. 

Mr.  Fahey.  It  is  very  difficult  to  deal  with  those  questions  without 
knowing  all  the  facts. 

Mr.  Crawford.  Mr.  Fahey,  you  know  the  land  next  to  it  would 
be  worth  nothing  if  the  wrong  thing  is  built  on  it.  All  of  these 
things  which  Mr.  Ford  says  must  necessarily  be  added  to  the 
appraisal. 

Mr.  Fahey.  You  mean  with  improvements,  streets  and  so  forth. 

Mr.  Crawford.  Yes.    I  have  not  gone  there^  but  I  am  through. 

Mr.  Gore.  Mr.  Chairman,  may  I  ask  a  question  ? 

The  Chairman.  Yes. 

Mr.  Gore.  Mr.  Fahey,  do  you  think  that  it  is  necessary  for  a  proper 
appraisal  to  consider  the  cost  of  the  land  ? 

Mr.  Fahey.  Oh,  yes;  I  do.  But  the  cost  is  not  the  sole  factor  to 
be  taken  into  consideration,  but  what  has  happened  in  the  neighbor- 
hood or  environment  affecting  that  value. 

Mr.  Gore.  The  witness  who  preceded  you,  who  is  connected  with 
quite  a  large  concern,  told  us  that  in  many  cases  they  did  not  know 
tlie  cost  of  the  land.  Do  you  think  that  is  a  sound  method  of 
appraising? 

Mr.  Fahey.  If  I  was  appraising  to  purchase  for  myself  or  for  an 
institution,  I  think  I  would  make  a  pretty  earnest  effort  to  find  out 
what  the  land  cost.  And  then  the  cost  of  the  structures  on  it  is  an 
important  part  in  fixing  value  in  an  appraisal. 

Mr.  Gore.  But  that  would  not  be  the  guiding  matter  in  consider- 
ing that? 

Mr.  Fahey.  Not  necessarily. 

Mr.  Gore.  I  would  like  to  pursue  that  further  but  for  the  time 
that  is  drawing  nigh,  but  I  do  want  to  get  your  viewpoint  on  this 
next  question. 

The  same  witness  said  he  did  not  know  why  there  should  be  a 
discrimination  as  between  an  applicant  who  wanted  to  build  a  new 
home  and  an  applicant  paying  exorbitant  rates  on  his  existing  home. 
What  is  your  thought?  Do  you  think  there  ought  to  be  discrimi- 
nation? 

Mr.  Fahey.  No;  I  do  not.  There  should  be  no  discrimination 
which  represents  exploitation  or  an  unfair  interest  rate.     That  is  why 
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I  say  if  such  a  loan  matures  or  it  is  to  be  refinanced,  and  the  insti- 
tution is  not  ready  to  meet  the  market  on  it,  there  is  no  reason  why 
it  should  not  be  considered  for  insurance  on  a  loan  made  by  another 
institution.  But  if  the  institution  holding  the  loan  is  meeting  the 
market  and  offers  just  as  fair  a  rate  then  thei-e  is  no  occasion  to 
transfer  the  loan  elsewhere. 

Mr.  Gore.  Pui-suing  your  answer,  you  say  if  the  loan  matures,  or 
they  are  not  meeting  the  market 

Mr.  Fahey  (interposing).  Yes. 

Mr.  Gore.  Then  there  is  no  reason  why  insurance  should  not  be 
granted. 

If  we  deny  the  authorization  for  F.  H.  A.  insurance  mortgages 
on  existing  properties,  would  not  that  defeat  their  efforts? 

Mr.  Fahey.  That  is  quite  true. 

I  think  there  is  now  less  likelihood  of  exploitation  in  the  case  of 
refinancing  loans  on  existing  property  than  there  has  been  because 
of  the  competition  which  has  developed.  If  you  made  provision 
for  the  insurance  of  loans  on  existing  houses  where  new  purchases 
are  made  I  doubt  if  you  would  need  to  go  any  further.  Competition 
will  take  care  of  the  rest  of  it,  in  my  judgment. 

Mr.  Gore.  But  in  case  it  was  in  some  isohited  neighborliood  and 
the  insurance  competition  would  not  take  care  of  it,  do  you  not  think 
it  the  obligation  of  Congress  and  the  Government  to  provide  some 
avenue  through  which  that  man  can  obtain  a  legitimate  and  a  rea- 
sonable loan  for  his  home? 

Mr.  Fahey.  As  to  that,  Mr.  Congressman,  I  would  say  that  would 
be  an  extremely  unlikely  case,  l)ecause  it  is  difficult  for  F.  H.  A.  to 
deal  with  the  problem  of  insurance  in  the  thinly  populated  areas, 
where  there  are  no  competing  institutions.  Where  there  is  com- 
petition between  the  country  bank  and  let  us  say  the  building  and 
loan  association,  or  the  mortgage  company,  or  the  insurance  com- 
pany, they  are  all  of  them  actively  looking  for  loans.  If  properties 
are  in  remote  areas  where  mortgage  money  is  not  plentiful  it  is  im- 
practical to  apply  insurance  of  loans.     It  is  too  exj^ensive. 

Mr.  Gore.  Mr.  Chairman,  I  would  like  to  pursue  my  questioning 
further  but  there  is  not  time. 

The  Chairman.  There  is  one  more  question  by  Mr.  Martin. 

Mr.  MARTIN.  I  understood  you  to  say  in  the  begining  that  you 
advocated  the  discontinuance  of  insuring  mortgages  on  existing 
property.     Is  that  correct? 

Mr.  Fahey.  Except  in  the  case  of  new  purchases. 

Mr.  Martin.  If  you  discontinue  insuring  mortgages  on  existing 
property,  will  that  not  have  a  tendency  to  curtail  credit  ? 

Mr.  Fahey.  I  do  not  see  how  it  would,  Congressman. 

Mr.  Martin.  In  other  words,  if  you  shut  off  this  50  billions  of 
potential  credit  that  is  going  into  insured  mortgages  on  existing 
property,  you  shut  off  that  entirely,  close  that  case,  and  then  you 
curtail  that  much  credit,  do  you  not? 

Mr.  Fahey.  I  think  that  abundant  credit  is  available  through  the 
desire  of  the  institutions  to  get  loans  and  to  hold  the  loans.  They 
have  plenty  of  them.  There  is  no  shortage  of  money  so  far  as  the 
institutions  as  a  whole  are  concerned;  I  mean  that  they  are  looking 
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for  the  opportunity  to  employ  funds,  and  they  do  not  want  to  lose 
the  loans  they  have. 

Mr.  Martin.  But  if  you  discontinued  insurance  loans  on  existing 
property,  then  you  close  that  particular  gate,  do  you  not?  What  is 
It,  about  $25,000,000,000  of  insurance  bonds? 

Mr.  Fahey.  How  much? 

Mr.  Martin.  $25,000,000,000.  There  are  about  that.  I  have  fig- 
ures, here. 

Mr.  Fahy.  Oh,  the  total  of  outstanding  mortgages  in  this  country 
at  the  end  of  1938  was  about  $17,600,000,000. 

Mr.  Martin.  I  am  not  talking  about  mortgages;  I  am  talking 
about  the  resources  and  the  potential  credit  that  could  go  into  that 
particular  class  of  mortgages.  You  are  going  to  shut  all  of  that  off. 
Therefore,  you  are  going  to  curtail  that  much  credit,  are  you  not  ? 

Mr.  Fahey.  I  do  not  think  so,  Mr.  Congressman. 

Mr.  Martin.  You  do  not? 

Mr.  Fahey.  No:  I  do  not.  I  think  there  is  plenty  of  money  in 
the  hands  of  these  institutions,  so  that  they  are  very  ready  to  revamp 
the  loans  they  have  in  their  portfolios,  keep  them,  and  meet  any 
kind  of  competition  rather  than  lose  them.  They  are  doing  it  all 
over  the  country.  Last  year  a  billion  three-hundred-odd  millions  of 
dollars  was  refinanced  without  any  insurance  whatever. 

The  Chairman.  All  right,  Mr.  Fahey.    We  thank  you. 

Mr.  Fahey.  There  is  one  question  you  asked  relative  to  brokerage. 
There  is  no  regulation  against  brokerage  that  I  am  aware  of  so  far 
as  F.  H.  A.  insured  loans  are  concerned. 

The  Chairman.  The  information  given  us  is  to  the  effect  that  the 
iiisured  loans  carry  no  brokerage  fee. 

Mr.  Fahey.  As  to  the  brokerage  fee,  it  is  seldom  incorporated  in 
the  loan,  in  any  kind  of  a  loan. 

The  Chairman.  I  understand  that. 

Mr.  Fahey.  It  is  collected  from  the  borrower,  but  it  has  to  be 
included  in  liis  cost  of  getting  the  loan. 

The  Chairman.  They  look  into  all  of  those  matters  before  they 
insure  loans? 

Mr.  Fahey.  What  is  that  ? 

The  Chairman.  They  look  into  all  of  those  matters  before  they 
insure  a.  loan,  and  we  have  not  been  informed  that  they  insure  them 
where  that  practice  is  being  carried  on. 

Mr.  Fahey.  You  mean  they  do  not  accept  as  an  insured  loan  one 
where  a  broker  is  collecting  a  fee  for  negotiating  it  ? 

The  Chairman.  We  had  not  been  so  informed. 

We  thank  you,  Mr.  Fahey,  we  have  to  adjourn  and  get  to  the 
House,  as  a  roll  call  is  m  progress.    Again  we  thank  you. 

We  will  meet  tomorrow  at  10:30. 

(Whereupon,  at  12 :  30  p.  m.,  a  recess  was  taken  until  tomorrow, 
Wednesday,  March  15,  1939,  at  10:  30  a.  m.) 
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Record  of  section  203,  mortgages  originally  made,  sold,  and  purchased  (including 

resales),  cumulative  through  Sept.  30, 1938 


Mortgages 
aaade  » 

Mortgages 
sold' 

Percent  of 
mortgages 
sold  to  mort- 
gages made 

Mortgages  purchased* 

Amount 

Percent 
of  total 

Commercial  banks 

$780,184,000 

188, 206, 000 

188,005.000 

120,300,000 

40,256,000 

$140,414,000 

24, 691, 000 

118,562,000 

11,194,000 

2, 147, 000 

14, 795, 000 

5,286,000 

18.0 

13.1 

63.1 

9.3 

5.3 

$90,095,000 

9, 726. 000 

4,687,000 

107,678,000 

14,743,000 

72,210,000 

17,950,000 

Building  and  loan 

28.4 

Mortgage  companies 

3.1 

Insurance  companies 

1.5 

Savings  banks.- 

33.9 

Federal  agencies  *.. "3" 

4.6 
22.8 

Miscellaneous 

54.366,666 

9.7 

5.7 

Total 

1,371,317,000 

317,089,000 

23.1 

317,089,000 

100.0 

J  Represents  gross  mortgages  accepted  for  insurance. 

«  Represents  premium-paying  mortgages  sold,  including  resales,  except  for  Federal  agencies 

I  ?f^I!f?^\^'^'"/^-£^^'°S.°^^rtg^^s  purchased,  including  resales,  exceptor  Federal  S'encies 
*  Federal  National  Mortgage  Association,  RFC  Mortgage  Co  ,  and  F.  D.  L  C.  agencies. 

S*^-  i?^®*^  Mortgage  Portfolio  for  December  1938  and  January  1939,  published  by  F.  H  A 
Now.-The  figures  in  above  table  were  presented  In  2  separate  issues  of  the  Insured  Mmg^e  Portfolio. 
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WEDNESDAY,  MABCH  15,  1939 

House  op  Representatives, 
Committee  on  Banking  and  Currency, 

Washington,  D.  O. 

The  committee  met  at  10:30  a.  m.,  Hon.  Henry  B.  Steagall  pre- 
siding. 

Present:  Messrs.  Steagall,  Williams,  Spence,  Ford,  Brown,  Mills, 
Martin,  Folger,  Wolcott,  Gifford,  Luce,  Crawford,  Gamble,  Simpson, 
Kean,  and  Sumner. 

The  Chairman.  The  committee  will  come  to  order.  Mr.  McDonald 
is  here  this  morning,  and  I  thought  that  the  conamittee  would  like 
to  have  him  make  a  concluding  statement.  You  may  proceed,  Mr. 
McDonald. 

STATEMENT  OP  STEWART  McDONALD,  ADMINISTRATOR,  FEDERAL 

HOUSING  ADMINISTRATION 

Mr.  McDonald.  Mr.  Chairman  and  gentlemen:  The  title  of  the 
National  Housing  Act,  inscribed  in  the  official  printing  by  Congress, 
is — 

An  act  to  encourage  improvement  in  housing  standards  and  conditions,  to  pro- 
vide a  system 'Of  mutual  mortgage  insurance,  and  for  other  purposes. 

It  seems  to  me  that  the  operations  and  accomplishments  of  the 
Federal  Housing  Administration  have  been  adequately  reviewed. 
Even  those  opposed  admit  the  effectiveness  of  the  National  Housing 
Act  in  stimulating  new  residential  construction,  and  in  reducing  costs 
of  home  ownership  to  the  borrower,  as  well  as  in  providing  added 
safety  to  the  lender. 

The  issue  today  narrows  itself  in  my  mind  to  the  simple  question 
of  interest  rates. 

The  funds  held  by  institutions  engaged  in  long-term  mortgage  lend- 
ing in  this  country  consist  of  life-insurance  company  assets  of  about 
$25,000,000,000,  savings  deposits  in  commercial  banks  of  $11,000,000,- 
000,  and  deposits  in  mutual  savings  banks  of  approximately  $10,000,- 
000,000,  as  well  as  funds  in  building  and  loan  associations  of  around 
$6,000,000,000,  or  a  total  of  about  $50,000,000,000. 

If  our  power  to  insure  existing  construction  terminates  on  June  30, 
1939,  about  90  percent  of  these  potential  funds  for  home  financing 
will  be  excluded  from  that  portion  of  the  market  which  is  repre- 
sented by  a  mortgage  of  over  50,  60,  or  66%  percent  of  the  value  of 
existing  construction ;  that  is,  in  almost  every  State. 
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This  is  because,  as  you  will  recall,  when  the  National  Housing  Act 
was  passed,  it  was  clearly  shown  that  the  proposed  F.  H.  A.  mort- 
gage, which  might  be  for  as  much  as  80  percent  of  the  appraised 
value  of  the  property  and  continue  for  a  period  as  long  as  20  years, 
would  be  illegal  for  the  life-insurance  companies.  State  and  national 
banks,  trust  companies,  and  savings  banks  in  practically  every  State 
in  the  Union. 

It  was,  therefore,  necessary  to  spend  almost  the  first  year  of  the 
existence  of  the  F.  H.  A.  in  having  the  laws  changed  in  the  48  dif- 
ferent States.  This  was  done  by  passing  enabling  legislation  making 
it  legal  for  these  institutions  to  make  the  easy -payment  F.  H.  A.  type 
of  loan,  but  only  provided  they  were  insured  under  the  terms  of  the 
National  Housing  Act. 

Therefore,  for  the  F.  H.  A.  now  to  disc(mtinue  insuring  existing 
construction  would  be  the  equivalent  of  nullifying  this  enabling  leg- 
islation and  putting  us  back  where  we  were,  as  far  as  competitive 
mortgage  lending  on  existing  construction  is  concemed.  With  only 
very  few  exceptions  (Massachusetts  being  the  outstanding  one  be- 
cause of  its  cooperative  bank  system),  funds  of  life-insurance  com- 
panies and  savings  accounts  in  State  and  national  banks,  and  in 
savings  banks  and  trust  companies,  could  no  longer  legally  be  invested 
in  loans  in  excess  of  50,  60,  or  662^  percent  on  existmg  construction 
because  they  would  be  denied  the  F.  H.  A.  insurance. 

In  effect,  therefore,  it  would  give  a  monopoly  to  the  building  and 
loan  societies  in  financing  existmg  construction,  because  the  people 
have  been  taught  to  avoid  the  old-style  short-term  first,  second,  and 
third  mortgages  which  were  so  largely  i-esponsible  for  the  crash,  and 
for  the  necessity  of  organizing  the  H.  O.  L.  C,  and  resulted  in  the 
Goverimient's  being  compelled  to  guarantee  advances  of  $3,000,000,000. 

I  am  sure  the  net  result  would  be  to  produce  a  deflationary  effect 
uix)n  all  existing  owner-occupied  homes,  of  which  there  are  about 
10,000,000  at  the  present  time;  for  the  veiy  good  reason  that  these 
homes  would  be  deprived  of  approximately  90  percent  of  the  avail- 
able potential  mortgage  funds,  as  far  as  the  high  percentage  F.  H.  A. 
type  of  mortgage  is  concerned. 

With  approxmiately  10,000,000  existing  owner-occupied  homes  and 
about  270,000  new  houses  built  last  year,  from  the  home  owner's 
point  of  view,  the  unpoi-tance  of  keeping  the  F.  H.  A.  in  existing 
construction  was  in  the  ratio  last  year  of  10,000,000  to  270,000. 

It  is  therefore  apparent  that  to  those  home  owners  whose  mort- 
gages are  becoming  due,  to  those  who  for  many  very  good  reasons 
have  to  dispose  of  their  homes  and  wish  to  find  buyers,  to  those  who 
wish  to  become  liome  ownei-s,  but  either  cannot  anord  the  purchase 
of  a  new  house  or  can  get  one  more  suitable  to  their  needs  in  a  used 
house,  and  perhaps  a  better  value-— to  all  these  people  the  rates, 
terms,  and  conditions  now  available  under  the  easy-payment  F.  H.  A. 
plan  would  be  denied  in  practically  all  areas  of  this  country. 

Though  moi-tgage  money  will  undoubtedly  continue  to  be  cheap 
in  the  North  Atlantic  Seaboard  and  the  New  England  areas,  yet 
with  these  large  investing  institutions  out  of  the  market  for  F.  H.  A. 
mortgages  on  existing  construction,  the  repercussion  on  interest  rates, 
particularly  in  the  West  and  South,  is  bound  to  be  bad. 
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The  statement  has  been  made  here  that  for  the  F.  H.  A.  to  continue 
financing  existing  construction  adds  nothing  in  the  way  of  reemploy- 
ment. That  the  reverse  of  this  is  decidedly  true  is  shown  by  the 
result  of  a  careful  survey  which  we  have  recently  made  indicating 
that  62  percent  of  all  existing  homes  insured  by  the  F.  H.  A.,  have, 
in  order  to  meet  the  F.  H.  A.  requirements,  been  modernized  and 
repaired  in  substantial  amounts.  This  rejuvenation  of  existing  homes 
maintains  neighborhood  values  and  the  lack  of  it  would  be  a  con- 
tribution to  shrinkage  of  property  values  and  a  drift  toward  shuns, 
all  entirely  aside  from  pay-roll  benefits. 

I  have  given  very  careful  consideration  to  the  arguments  that 
have  been  presented  to  you  with  respect  to  the  effect  of  this  legisla- 
tion on  "local  thrift  and  liome-financnig  institutions,"  by  which  term 
I  think  is  meant  the  local  building  and  loan  associations.  But  I 
fail  to  see  how  the  operations  of  the  Federal  Housing  Administration 
in  insuring  mortgages  on  existing  construction  can  have  any  in- 
jurious effects  upon  the  opei*ations  of  these  associations.  In  fact, 
many  of  them  insure  a  substantial  part  of  their  loans  in  the  F.  H.  A. 

In  any  case,  I  do  not  see  how  a  fair-minded  person  can  complain 
of  an  honest  and  legitimate  competition,  which  m  the  end  benefits  the 
home  owner. 

The  share  holders  in  a  great  many  of  these  building  and  loan 
associations  are  insured  by  a  governmental  agency.  They  further- 
more have  access  to  the  large  reservoirs  of  funds  available  through 
the  Home  Loan  Bank  System— another  agency  created  by  Congress 
and  almost  entirely  financed  by  the  Government.  In  fact,  exclusive 
of  the  H.  O.  L.  C.  original  loans,  almost  a  half  billion  dollars  of 
Government  funds  have  been  invested  in  the  Home  Loan  Bank  Sys- 
tem, or  in  building  and  loan  associations  operating  as  a  part  thereof, 
and,  for  the  benefit  of  privately  owned  associations.  These,  together, 
have  almost  exclusive  use  of  these  facilities  for  discount  purposes. 

So,  I  am  unable  to  see  why  the  building  and  loan  societies  cannot 
compete  for  savings  in  the  open  market  on  terms  similar  to  those 
offered  to  savers  in  mutual  savings  banks,  who  number  15,000,000,  in 
savings  departments  of  State  and  National  banks,  who  number  35,- 
000,000,  and  in  life  insurance  companies,  who  number  65,000,000. 

It  seems  to  me  that  these  are  also  entitled  to  be  classified  as  thrift 
institutions,  and  in  the  aggregate  they  have  available  for  long-term 
investment  some  $45,000,000,000.  Tliis  is  the  largest  reservoir  of 
loanable  savings  funds  in  the  country. 

I  think  all  of  you  know  that  in  the  case  of  savings  deposits  in 
banks,  a  local  investment  is  invariably  preferred.  And  in  the  case 
of  savings  through  life-insurance  companies  a  substantial  part  of 
these  savmgs  are  reinvested  in  the  State  where  the  premiimis  orig- 
inate, and  such  reinvestment  is  required  by  law  in  at  least  one  State. 
In  fact,  it  is  the  reinvestment  of  these  funds  in  F.  H.  A.  mortgages 
which  has  produced  such  a  salutary  effect  in  lowering  interest  i*ates 
in  many  States,  where  funds  are  not  abundant  and  rates  correspond- 
ingly high. 

Under  the  influence  of  the  F.  H.  A.,  short-terui  lending  and  costly 
second-mortgage  financing  are  rapidly  disappearing.  Standardized 
appraisals,  consideration  for  the  first  time  of  the  influence  of  neigh- 
borhood trends,  and  weighing  the  reasonable  ability  of  the  borrower 
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J?  P^'  ?r  TV^n  fccepted  method  of  procedure.  In  short,  througli 
finon„:„„'  '  definite  strides  are  being  made  toward  placing  homo 
huf/lTA''"  ^  '''  T^^'T  n^^'^i"  "Sain  ^a^  the  insecurity  and  insta- 
nt «Li  home  ownership  be  so  precarious  as  to  subject  the  Nation  to 
an  avalanche  of  foreclosures,  and  thereby  require  another  H.  O.  L.  C. 
wii    10   ^?.^  °*  t^*  mechanic,  for  instance,  with  an  income  of 

ml^T.  w  T-?,!^  '"'""^r^  ^*',"'"^  ^'  ''»""'"•  if  he  ^ere  a  steady 
man,  he  would  be  passed  on  the  F.  H.  A.  easy-payment  plan  for  an 

S''K™'i'  ?r*"y  ff ?°»^"t  °*  =^20.  The  maximum  new  Luse  he 
could  buy  for  this  would  be  around  $3,800.    Yet  he  has  a  large  family 

ff  hp  J, Tv^^'T  "**  *^''  ''""  ^r'**  °«*  ""^t  his  requirements  So^ 
Hnn  Mi  ^  "^  home  owner  at  all,  he  must  turn  to  existing  construe 
taon,  where  he  can  get  a  bigger  house  for  less  money;  andfwith  such 
^ntial  modernization  and  repairs  as  the  F.  H.  i  woJld  Z^Z 

W  wouT  ""^"^  ^  "^^''^y  ^^  ™'*''  •^""^  ^^^"^  a  "««• 

b«^Honi  hT*"''^  ""^  considered  opinion  that  no  permanent  good  can 
be  done  by  encouraging  new  construction  at  the  expense  of  existin<r 

XlT'^r '■  •"•  T'"'"'y  '*  ^°"'<*  ^^'^  t«  >»«  unfortunate  for  Con"! 

Ciht  in'itrti^P  T  ''^'''"'*.  *t'  *yP"  "*  <='t'^«"  ^ho  had  the 
tlhrp  w'  i"''^**'^^'  f nd  ?«"rage  to  buy  or  construct  a  home  before 

if  ■  ''^"'* '       existence. 

T^l'  1^^^^^-  H^7^  y°l?  finished  your  general  statement? 

in^'l^t  to's^c'oJ  20T  ^"^'^  '^''  ^^°*'^  ^""^^'y  °*  «"^  "-« 
Mr.  WiixiAMs.  I  was  interested  in  what  you  said  there  as  I  under- 

S  i^Cv"*  ^r*  ^l'*""  ''^"'"".^  ^^  ^^"^n'*  companies  to  invest 
in  the  State  where  they  receive  the  premium. 

Mr.  McDonald.  Premiums. 
Mr.  Williams.  Is  that  the  law? 

auSioriStThat  '*  '^  "  ""^  ^'''^-    ^  '"""^  ^  -'^  g«'  --« 

Mr.  Williams.  I  would  like  to  know  something  about  how  that 

works     It  is  something  new  to  me.    They  are  required  tolnv^t 

SfuLs  are  Va"dT    "''***'  '"*"*«"^'  ^  *^'  ®'*'^^  in\hich  the  pS 

be^""  mortgages"*'  ^  ^°  ""*  '™*"'  *^**  investment  must  necessarily 

I  remember  very  well  in  St.  Louis,  the  Equitable  Life  Insurance 

Mr.  WiLUAMs.  There  has  been  a  good  deal  said  here  in  the  coiircc 
of  these  hearings  about  brokerage  commissions 
Mr.  McDonald.  I  beg  pardon? 

a/coiSiSls.  ^^'''  ^^'  ^""'^  ^  ^"^^  ^'^^  '^^^  ^^""  "^^^^^  ^^^^^^- 
Mr.  McDonald.  Brokerage  commissions « 

7n«^'  ^'^^^^^  5^^  ^^f  s  in  connection  with  these  F.  H.  A.  insured 
Joans.    Now,  what  are  the  facts  on  that? 
Mr.  McDonald.  Mr.  Cahill,  have  you  a  report  on  that  ? 
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STATEMENT  OF  RAYMOND  T.  CAHILL,  ASSISTANT  ADMINISTRA- 
TOR (MUTUAL  MORTGAGE  INSURANCE),  FEDERAL  HOUSING 
ADMINISTRATION 

Mr.  Cahill.  Yes,  sir.  Under  our  regulations  we  permit  the  lend- 
ing institution  to  charge  a  maximum  rate  of  1  percent  of  the  amount 
of  the  loan  that  we  are  to  insure  on  existing  home  mortgages  to  cover 
expenses  for  putting  that  loan  on  its  books.  Also,  that  maximum  rate 
covers  a  minimum  rate  of  $20. 

On  new  construction  where  it  is  necessary  for  the  bank  to  analyze 
the  plans  in  making  the  loans  and  to  make  advances  on  this  loan  dur- 
ing the  period  of  construction  we  allow  a  maximum  of  2i/^  percent 
of  the  loan,  with  a  minimum  amount  of  $50.  The  2^^  percent  is  a 
maximum  amount. 

However,  like  all  competitive  markets,  the  money  market  follows 
the  amount  of  money  available,  and  in  most  instances  today  those 
fees  are  not  charged  where  money  is  available  at  low  rates.  The 
competition  for  loans  has  practically  eliminated  the  necessity  for 
borrowers  paying  those  permitted  charges. 

Mr.  Williams.  I  have  a  very  definite  conviction  myself  that  there 
ought  not  to  be  any  charges  there.  Would  there  be  any  objection 
in  this  law  to  placing  a  provision  in  it  that  that  should  not  be  done? 

Mr.  McDonald.  I  do  not  know,  Mr.  Williams,  what  the  effect  of 
that  would  be.  I  have  a  good  deal  of  the  same  feeling  you  have. 
I  have  been  turning  the  thing  over  in  my  mind  for  some  time. 

Mr.  Williams.  It  seems  to  me  that  brokerage  fees  are  out  of  line 
with  this  law.    That  is  an  additional  charge  to  the  home  owner. 

Mr.  McDonald.  Of  course,  in  the  case  of  a  building  and  loan  asso- 
ciation making  a  loan,  I  can  see  the  justification  for  that,  as  it  goes 
back  a  little  ways.  When  we  were  established  the  United  States 
Building  and  Loan  League  indicated,  I  believe,  that  there  were  usually 
certain  initial  fees  paid.    Could  it  be  4  percent?    What  was  it? 

Mr.  Cahill.  Three  and  one-half  to  four  percent. 

Mr.  McDonald.  This  permitted  charge  was  in  keeping  with  their 
plans,  because  the  institution  has  to  send  people  out  on  a  job  to  check 
the  customer's  bills,  and  so  forth,  and  there  is  something  justifiable  in 
meeting  that  expense.    I  can  see  that. 

Mr.  Williams.  We  are  not  only  encouraging  the  brokers,  but  we 
are  subsidizing  them  to  go  out  and  get  those  loans. 

Mr.  McDonald.  The  lender  has  to  check  up  on  the  construction 
and  advance  the  money  to  the  contractor  on  the  bills  presented.  That 
is  additional  service.  I  do  not  know  what  the  status  would  be  if 
this  charge  for  services  were  not  permitted,  and  I  do  not  know 
whether  or  not  the  institution  woidd  perfer  to  make  construction 
loans  if  this  were  not  the  case. 

Mr.  Williams.  In  my  judgment  I  would  not  just  fool  with  him.  I 
think  we  are  subsidizing  him  too  much. 

There  has  also  been  some  evidence  about  the  sale  of  these  mort- 
gages at  a  premium.  Would  there  be  any  justification  for  placing 
in  this  law  an  objection  in  case  they  were  discounted  or  sold  at  a 
premium  ? 

Mr.  McDonald.  What  would  be  the  advantage  of  that? 
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Mr,  WiixiAMS.  It  would  simply  stop  what  tliese  building  and  loan 
associations  and  savintjs  banks  claim  is  an  inducement  to  speculate 
in  these  moi-tgages  at  the  expense  of  the  Government. 

Mr.  McDonald.  I  would  pot  i)ut  it  that  way. 

You  mean  to  say  if  a  mortgage  at  5  percent  is  more  attractive  to 
a  New  England  insurance  comi)any  than  a  similar  mortgage  would 
be  to  man  in  South  Carolina,  that  that  is  a  disadvantage  or  an 
exjjense  to  the  Government  ? 

Mr.  Williams.  Of  course,  the  evidence  is  here  that  they  would 
not  purchase  those  loans  unless  they  were  insured. 

Mr.  McDonald.  Certainly. 

Mr.  Williams.  We  are  permitting  an  institution  to  make  these 
loans,  insure  them,  guarantee  their  payment,  and  then  permit  them 
to  sell  them  at  a  premium  of  3  ])ercent,  as  the  evidence  shows  here. 
It  strikes  me  that  that  is  rather  unsavory  practice  at  the  expense  of 
the  Government. 

I  do  not  think  the  Government  should  insure  these  loans  for  the 
purpose  of  kiting  them  around  among  others.  They  would  not 
think  about  doing  that  if  they  were  not  insured. 

Mr.  McDonald.  The  loans  would  not  be  as  negotiable,  of  course. 
Of  coui*se,  that  is  one  of  the  objectives  of  the  F.  H.  A. 

Mr.  Williams.  The  very  pur]>ose  of  setting  up  this  is  to  finance  a 
market  for  the  real-estate  mortgages,  and  not  finance  a  market  whei*e 
they  could  be  sold  by  reason  of  that  insurance  and  a  profit  could  be 
made. 

Mr.  McDonald.  Of  coui*se,  the  insurance  nuikes  them  attractive  to 
the  investor. 

Mr.  Willlvms.  Wliat  I  am  objecting  to  is  they  are  selling  them  at 
the  expense  of  the  Government. 

Mr.  Martin.  They  ai-e  not  selling  them  at  the  expense  of  the 
Goverimient. 

Mr.  Williams.  They  are  selling  them,  and  it  may  be  at  the  expense 
of  the  Government  at  that.  And  if  there  is  a  loss  on  them  it  will  be 
at  the  expense  of  the  Government.  I  am  in  favor  of  an  amendment. 
I  do  not  know  how  the  rest  of  the  committee  feels. 

Mr.  Spence.  I  have  some  letters  on  this  subject.  Can  you  control 
this  as  to  the  mortgagor? 

Mr.  McDonald.  For  instance,  jou  mean  the  man  who  walks  down 
the  street 

Mr.  Spence.  For  instance,  a  man  refinances  his  mortgage  and  the 
mortgagor  charges  him  a  brokerage  fee.  I  mean  a  brokerage  man  in 
the  business.     It  is  customary  to  do  that. 

Mr.  McDonald.  I  do  not  believe  it  is  customary.  But  I  do  not 
believe  you  should  stop  a  man  in  this  day  and  age  from  going  to  a 
building  and  loan  association,  or  from  letting  some  man  charge  him 
for  showing  him  where  the  bank  is. 

Mr.  Spence.  Do  they  not  do  that  ? 

Mr.  McDonald.  Mr.  Cahill  can  answer  that. 

Mr.  Cahill.  There  is  some  of  it.  But  at  the  same  time  the  broker 
is  noncontrollable  to  the  extent  that  we  cannot  police  down  that  far. 

We  believe  the  lowering  of  the  interest  rates  and  the  requesting  of 
borrowers  to  come  in,  often  with  page  or  a  quarter  of  a  page  ads 
(such  as  I  received  from  some  building-and-loan  associations  this 
morning),  saying  "no  brokei^age  fees,"  "no  additional  charges,"  and 
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so  forth,  is  gradually  eliminating  brokers'  charges;  and  in  a  short 
time,  if  these  low  interest  rates  prevail,  the  matter  of  competition  by 
lending  institutions  themselves  will  bring  the  individual  borrower 
direct  to  the  institution  and  eliminate  brokers'  charges. 

Mr.  Spence.  Have  not  these  men  charged  from  2  to  5  percent? 

Mr.  Cauhx.  Yes:  prior  to  the  F.  H.  A.  it  was  a  common  practice 
in  the  mortgage-brokerage  business,  particularly  in  large  centers. 

Mr.  Spence.  Do  they  not  do  it  yet  ? 

Mr.  Cahill.  Yes;  it  is  being  attempted;  but,  speaking  as  a  former 
meinber  of  that  business,  the  mortgage  brokerage  business  is  a  dying 
business  today,  and  will  not  continue  to  any  extent  as  this  low  cost  of 
mortgage  money  is  stressed  througli  advertising  media  and  through 
the  banks  themselves.  The  lending  institutions  are  going  to  get  that 
business  direct  and  drive  the  middleman  out  of  business. 

Mr.  Spence.  Would  there  be  any  objoctian  to  putting  it  in  the  law 
to  ])revent  him  from  charging  that  ? 

Mr.  Cahill.  It  is  not  in  the  law  and  api)arently  the  bi*okers  as  such 
will  be  out  of  business  pretty  soon  anyway. 

Mr.  Spen(  E.  Have  you  any  statistics  as  to  what  is  charged? 

Mr.  Cahill.  We  know  exactly  what  is  charged  by  lending  institu- 
tions, and  we  do  control  the  charges,  that  is.  what  tlie  lending  insti- 
tution charges  for  the  initial  service  charge,  what  it  charges  for  its 
closing  fees,  and  so  forth.  That  is  stipulated  in  our  i*egulations, 
noted  on  the  mortgage  instruments,  and  the  reconls  come  to  our 
offices.  Our  closing  clerks  check  those  fees.  If  they  are  out  of  order, 
we  kno^^  it  very  quickly. 

Mr.  Spence.  You  start  checking  them  after  a  broker  receives  the 
biokenige.     This  is  an  entirely  independent  transaction. 

Mr.  Cahill.  Yes;  an  independent  transaction  over  which  we  have 
no  control. 

Mr.  Spence.  Have  you  any  information  as  to  what  has  been  the 
extent  of  the  charges  of  the  broker  to  the  prospective  mortgagor  ? 

Mr.  Cahill.  We  have  no  definite  information. 

We  find  this,  as  I  said  before,  in  cei*tain  localities  where  there  is  a 
large  volume  of  business  and  the  volume  of  potential  business  war- 
rants it,  he  attempts  to  stay  in  the  picture;  but,  as  I  say,  the  broker- 
age fee  is  being  so  cut  down,  and  it  is  only  in  individual  cases  where 
the  borrowers  take  advantage  of  the  broker's  services  instead  of  going 
direct  to  the  institution.  I  am  sure  the  effect  of  such  a  i-esolution 
would  be  destroyed  by  the  fact  of  the  availability  of  funds  which  are 
in  existence. 

Mr.  Spence.  Did  yon  ever  find  a  case  wliere  there  was  collusion 
between  the  lender  and  the  broker? 

Mr.  Cahill.  That  formerly  existed  to  some  extent,  but  if  a  lending 
institution  commissions  a  broker  and  we  know  it,  we  insist  that 
nothing  be  paid  but  our  maximum  fee. 

Mr.  Spence.  That  has  been  a  constant  experience? 

Mr.  Cahill.  We  feel  it  is  dying  at  the  present  time. 

Mr.  Spence.  You  have  had  the  effect  of  bringing  about  a  i-eforma- 
tion.  if  you  have  done  it,  but  that  has  been  the  custom  in  the  past, 
that  they  obtained  an  exorbitant  fee. 

Mr.  Cahili..  In  fact,  in  prior  days  brokerage  institutions  were  a 
sort  of  a  feeder  in  the  mortgage  business,  but  they  have  now  prac- 
tically gone  out  of  business. 
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Mr.  Luce.  Did  not  we  have  testimony  as  to  the  premiums  which 
were  paid  to  get  this  lending  business  ? 

Mr.  Williams.  Not  the  premiums,  I  would  say,  but  the  commis- 


sion. 


Mr.  Spence.  You  think  that  was  a  bad  practice? 

Mr.  Cahill.  Yes;  adding  it  on  to  the  borrower's  expense  is 
unnecessary. 

Mr.  Williams.  May  I  give  you  a  concrete  instance?  The  old  form 
was  you  picked  up  the  paper  and  saw  an  ad,  '*I  am  in  the  brokerage 
business ;  I  go  to  this  man  and  say,  'I  have  got  a  fellow  who  wants  to 
borrow  $5,000.' "  And  you  are  told,  "I  can  let  him  have  it,  but  it  will 
cost  him  7  percent  interest  and  3  percent  brokerage."  That  is  an 
old  business.    It  is  the  oldest  in  the  real-estate  business. 

WTien  the  F.  H.  A.  came  in  and  the  other  banks  and  institutions 
started  after  5-percent  money,  all  you  had  to  do  was  to  go  to  the 
bank  and  get  the  loan.  I  know  some  builders  have  a  sort  of  an 
arrangement  whereby  they  solicit  the  real-estate  men  that  they  will 
sell  his  property  and  charge  him  5  percent,  and  undoubtedly  that  is 
charged  in  as  part  of  the  cost  in  the  price  of  the  house.  So  far  as 
the  getting  of  a  loan  direct,  I  know  of  no  bank  or  building  and  loan 
association  that  will  pay  a  nickel  for  a  loan.  If  I  want  a  loan  and 
go  to  a  bank  and  say,  "Get  me  an  F.  H.  A.  loan,"  that  would  be  the 
end  of  it,  or  should  I  turn  that  over  to  one  of  these  brokerage  men 
and  let  him  charge  me  $50. 

Mr.  Spence.  You  could  control  that  by  law. 

Mr.  Cahill.  Not  by  law.  It  was  not  the  custom  prior  to  1932  for 
lending  institutions  to  advertise  to  the  extent  that  they  do  today. 
Therefore,  the  advertising  of  funds  was  usually  due  to  the  broker. 
Today  your  papers  are  plastered  with  "ads"  by  lending  institutions, 
and  a  good  many  say,  "Come  to  me  and  I  will  get  the  loan."  The 
average  borrower,  unless  he  does  not  want  to  take  the  time,  is  gen- 
erally going  direct  to  the  lending  institution  where  there  is  no 
brokerage  charge. 

Mr.  Spence.  Yes;  but  an  active  broker  will  be  very  persistent,  if 
he  is  in  that  business.  '  ' 

Mr.  Cahill.  That  is  true. 

Mr.  Ford.  You  take  the  average  real-estate  man,  and  what  is  his 
heading  on  his  "ad"  or  his  stationery?  It  is  "Real  Estate,  Property 
Bought  and  Sold  and  Exchanged,  and  Loans  Negotiated."  That  is 
about  usually  what  the  real-estate  man  advertises. 

You  go  into  a  broker's  office  and  say,  "I  want  to  build  a  house,  a 
house  that  costs  $5,000.  Can  you  get  me  the  money?"  He  says, 
"Yes."  He  goes  to  an  insurance  company,  a  bank,  or  a  mortgage 
company  which  will  make  him  a  buildins:  loan.  For  this  service  a 
3-percent  charge  is  made.  Then  when  the  building  is  completed  a 
permanent  5-year  5-percent  loan  is  made  on  the  property.  For  that 
service  an  additional  charge  may  be  made.  All  brokers  have  money 
to  loan.  In  Pittsburjjh  some  years  ago  there  was  a  fellow  who  used 
to  advertise  barrels  of  cheap  money  to  loan.  You  paid  him  2  percent 
for  the  loan  and  5-percent  interest.  Since  the  F.  H.  A.  has  come 
in,  this  advertising  does  not  have  much  effect,  and  the  average  person 
who  wants  a  loan  can  go  to  his  bank  or  building  and  loan  association 
and  get  the  loan.    IVIany  of  them  go  to  F.  H.  A.    Many  of  them  go 
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to  a  bank.    That  is  the  modern  way,  and  it  is  a  vast  improvement 
over  the  old  method. 

Mr.  Luce.  I  want  to  bring  up  an  illustration  hurriedly  which  has 
been  brought  to  my  attention.  I  want  to  buy  a  house  direct  from  a 
real-estate  man.  We  have  to  sell  a  mortgage,  and  first  an  organiza- 
tion of  men  formed  into  an  association,  have  to  agree  on  charges. 
The  real-estate  man  wanted  a  commission  for  selling  the  new  house. 
He  wanted  a  fee  for  finding  an  F.  H.  A.  mortgage  on  it,  and  he 
wanted  a  fee  for  taking  care  of  the  house  to  be  sold,  and  for  putting 
a  mortgage  on  it,  and  he  had  four  charges  altogether.  He  would 
have  to  sell  it  or  he  would  be  fired  from  the  real-estate  exchange.  I 
do  not  see  anything  to  prevent  it.    What  is  there  wrong  about  that  ? 

Mr.  Cahill.  In  our  regulations.  Congressman,  we  have  said  dis- 
tinctly that  nothing  denies  the  right  of  any  man  to  use  the  services  of 
a  broker  if  he  sees  fit  to  do  so. 

Mr.  Luce.  He  would,  of  course,  if  the  broker  approaches  him  in 
the  first  place. 

Mr.  Cahill.  It  is  a  service  which  may  or  may  not  be  desired. 

Mr.  Luce.  What  I  am  getting  at  is  that  of  course  you  would  not 
attempt  to  tell  us  you  can  get  a  broker  without  cost,  because  he 
renders  a  real  service. 

Mr.  Cahill.  Yes,  sir. 

Mr.  Luce.  I  am  wondering  if  this  amount  asserted  the  other  day, 
if  a  broker  could  get  a  premium  on  all  of  that. 

Mr.  Ford.  They  said  the  amount  was  103  or  100,  and  if  it  was  a 
$10,000  loan  there  would  be  $300  premium. 

Mr.  Luce.  Somebody  got  it. 

Mr.  Ford.  Mr.  McDonald,  there  has  been  a  great  deal  of  discussion 
here  on  the  St.  Louis  loan  made  under  section  207.  Let  us  get  that 
straight.    What  is  there  to  that? 

Mr.  McDonald.  Would  you  like  to  go  into  that,  because  I  would 
like  to  finish  this  section  203  first  ? 

The  Chairman.  Let  us  get  that  first. 

Mr.  Luce.  Some  2  or  3  years  ago  it  became  evident  that  the  F.  H.  A. 
was  to  be  a  temporary  matter  to  meet  an  emergency,  which  was  the 
need  of  more  houses  and  the  need  of  employment.  That  is  all  we 
understood  about  it  and  all  we  were  told  about  it.  We  were  never 
told  and  it  was  never  suggested  that  we  were  engaged  in  anything 
but  a  temporary  activity  to  meet  an  emergency ;  and  2  years  ago,  or 
I  think  it  was  a  year  or  two  ago,  the  President  told  the  country  so, 
that  we  were  to  get  out  of  this  emergency  of  the  mortgage  business ; 
and  the  country  has  believed  that  the  President  believed  what  he  said, 
that  he  was  using  good  judgment  in  the  matter;  and  now,  to  the 
astonishment  of  some  of  us,  we  find  that  this  organization  is  seeking 
to  be  a  permanent  branch  of  the  public  administration,  and  we  are 
asked  to  go  into  the  real-estate  business  for  all  time,  so  far  as  we 
know,  because  certain  evils  are  supposed  to  exist  in  the  real-estate 
field,  and  no  other  reason  is  suggested ;  and  will  you  please  explain 
to  us  why  the  administration  has  reversed  itself  in  its  stand  on  this 
matter  and  why  you  think  a  permanent  organization  is  necessary? 
Why  should  we  expand  to  that  degree  our  activities?  Of  course,  we 
are  going  into  it  in  all  directions.  We  are  financing  savings  banks 
and    refrigeration    and    100    other    things.     We    are    going    into 
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competition  with  private  enterprise  in  every  direction.  Wliy  should 
this  be  added  ( 

Mr.  McDonald.  I  was  not  here  when  tlie  act  was  written.  The 
entire  philosophy,  as  I  conceive  it,  is  contained  in  the  National  Hous- 
in|j  Act  as  originally  written  and  as  amended,  together  with  the 
original  hearings  before  the  committee  passed  the  act.  I  notice  from 
the  original  act  there  were  $2,()00,0<)0,000  allocated  for  insurance  of 
mortgages  under  title  II,  and  that  at  least  half  of  the  amount  was 
reserved  for  new  construction  and  the  other  half  for  existing  con- 
struction. 

Also,  as  I  read  through  the  act,  all  the  way  through,  and  it  is  a 
very  detiiiled  and  carefully  worded  document  that  takes  many  pages 
of  line  printing,  I  find  detailed  instructions  as  to  the  duties  and  re- 
sponsibilities of  the  Administrator — what  he  nuist  do  through  a 
period  of  20  yeai-s  in  setting  up  group  accounts  and  in  allocating  ex- 
penses to  these  accounts  in  making  studies  of  building  conditions  and 
of  neighborhood  trends,  and  other  instances  of  that  kind  of  detailed 
provisions  from  which  I  gather  that  the  Housing  Act  was  intended 
as  more  or  less  of  a  i^ermanent  affair. 

I  am  very  well  aware  of  what  the  President  said  in  the  fall  of  1937 
in  his  message  as  to  what  he  believed  the  emergency  was  before  Con- 
gress, when  the  country  appeared  to  be  heading  very  rapidly  for  a 
recession;  and  what  is  far  more  important,  he  brought  together 
businessmen  from  here  and  thei*e;  and  they  all  said  what  the  country 
needed.  The  one  thing  that  could  stop  the  recession,  they  indicated, 
would  be  a  revival  of  building. 

They  all  knew  and  hoped  a  si lun-clea ranee  program  would  come 
along  later.  The  difficulty  of  getting  that  [)rogram  under  way  pre- 
vented it  from  promising  immediate  help,  and  the  F.  H.  A.  l>eing 
more  mobile  and  already  in  full  operation,  was  conceived  as  the 
framework  in  which  a  bill  could  be  put.  Therefore,  a  bill  was  pre- 
sented in  the  fall  of  1937  to  Congress  in  connection  with  which  the 
President  made  the  statement  that  he  believed  F.  H.  A.  should 
eventually  get  out  of  existing  construction  mortgage  insurance.  As 
you  remember,  Mr.  Eccles  Avas  chairman  of  a  committee  making 
recommendations  to  the  President  at  that  time.  Other  members  on 
that  committee  were,  I  believe,  Mr.  Wood,  head  of  Seai*s  &  Roebuck, 
Mr.  Sloan,  and  Mr.  Jesse  Jones.  Mr.  Eccles  and  Mr.  Jones  appeared 
here  and  spoke  to  the  effect  that  the  bill  before  the  committee  would 
have  a  salutary  effect  in  stimulating  residential  constniction. 

The  entire  emphasis  was  put  upon  getting  men  employed,  and  not 
much  emphasis  was  put  upon  the  provision  that  F.  H.  A.  should  dis- 
continue the  insurance  on  existing  construction  this  year.  I  myself 
made  no  objection  to  the  latter  at  that  time. 

It  is  my  considered  opinion,  as  I  just  read  to  you  from  my  state- 
ment, that  discontinuance  would  have  an  effect  upon  10,000,000  ex- 
isting homes  today.  We  have  had  time  to  study  the  recommendations 
made  by  the  committee  and  enacted  by  Congress  last  year.  I  can 
say  most  of  them  are  good ;  not  all  of  them  however. 

One  section  of  the  act  I  think  was  not  good.  That  is  section  210. 
We  have  tried  every  way  we  could  to  properly  administer  that  sec- 
tion of  the  act.  I  find  I  cannot  do  so  with  any  degree  of  safety 
to  the  United  States  Treasury.  For  myself,  I  should  like  to  see  it 
repealed.    That  is  the  portion  of  the  act  which  allows  the  Adminis- 
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trator  to  insure  apartment  houses  fi"om  $20,000  up  to  $200,000.    This 
section  does  not  contain  the  safety  provisions  found  in  section  207, 
under  which  dividends  are   limited.     This  provision,  we   believe 
makes  it  very  unlikely  that  the  Government  will  lose  money  on  that 
type  of  project. 

I  can  say,  Mr.  Luce,  if,  in  my  eagerness  last  year  to  see  the  passage 
of  the  emergency  bill  to  stimulate  construction,  I  acquiesced  in  the 
F.  H.  A.'s  dropping  out  of  existing  construction  insurance  this  year, 
I  wish  now  to  change  my  mind. 

Mr.  Luce.  Your  silence  is  hardly  consistent  with  that  statement 
which  you  made  to  the  committee  on  November  30,  1937,  nearlv  2 
years  ago,  to  the  effect  that  "We  desire  to  eliminate  that." 

Mr.  McDcNAU).  Tliat  statement  })elongs  with  the  pre(edin<»-  para- 
graph.   Bead  on  from  there.  '^ 

Mr.  Luce  (reading)  : 

After  July  1,  1<«J),  the  F.  II.  A  will  dn.i)  <.nt  of  existing  const riution,  except 
Ijonses  which  it  hns  previ.Misly  constnicrcd  niid  of  wln»-h  it  luav  he  in  iM»ssessiou 
or  have  to  iH*cei)t  ;ift<'r  forcclosnie. 

Mr.  McDonald.  Tlmt  is  what  the  act  said,  :uul  that  is  exactly 
why  I  went  alf)ng  wUh  it.  But  T  am  of  the  opinion  now  it  is  *a 
nnstake,  jiist  as  I  am  of  the  opinion  that  section  210  is  a  mistake. 

Mr.  Luce.  We  liave  observed  tliat  many  matters  wliicli  are  started 
for  exi)e(hency's  sake  and  for  meeting  a  crisis  are  now  developing 
into  i>ermanent  activities  of  the  (rjveinment.  Do  von  wish  to  pei^ 
mit  yourself  the  idea  that  the  (Jovernnient  sliall  go  into  the  real- 
estate  business  permanently^ 

Mr.  McDonald.  It  seems  to  me  after  reading  the  minutes  and  the 
hearings  when  this  act  was  started  tlie  countrv  was  tremendouslv 
shocked  and  aggravated  to  find  they  were  compelled  to  supply 
$3,000,000,000  to  institutions  to  aid  home  owners  who  were  cau'dit 
in  a  mortgage-foreclosure  debacle.  *" 

It  seems  to  me  when  reading  the  hearings  on  the  National  Housing 
Act,  developed  out  of  a  desire  to  prevent  anv  such  catastrophe  from 
again  overtaking  the  country,  it  was  a  desire  to  put  mortgages  on  a 
more  sane  basis. 

Mr.  Luce.  No,  sir.  Our  only  object  Avas  to  give  work  in  the  build- 
ing of  new  houses.    That  is  all  we  had  in  mind. 

May  I  further  ask  you  this,  in  order  that  we  mav  understand  the 
philasophy  behind  all  of  this:  The  statements  this  niorning  have  l>een 
of  dhsclosures  in  the  real-estate  business.  That  was  also  disclosed 
in  the  security  field,  disclosed  in  the  electric-i)ower  field,  with  the 
result  that  in  all  of  these  discussions  we  have  enlaiged  the  scope  of 
Government  tremendously  these  last  7  or  8  years.  We  had  hoped 
that  this  was  to  be  a  temporary  thing,  because  the  President  said 
so,  and  you  said  so  in  one  place. 

We  now  find,  because  of  defects  in  the  real-estate  business,  it  is 
urged  that  we  stay  in  the  field  as  a  stimulant  and  that  we  are  to 
maintain  a  huge  corps  of  employees  in  Washington  to  keep  the 
real-estate  dealer  straight. 

Do  you  think  that  is  necessary? 

Mr.  McDonald.  Mr.  Luce,  I  do  not  want  to  rewrite  the  act.  All  I 
am  doing  is  to  administer  it,  as  enacted  by  Congress,  to  the  best  of 
my  ability. 
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Mr.  LtjCE.  You  are  administering  it  fine.  We  approve  of  the  aa- 
ministratioii  of  it.    But  you  want  to  stay  in  it. 

Mr.  McDoN.oj).  I  do  not  know.  Personally,  I  would  like  to  get 
out  of  it,  if  you  would  let  me,  please. 

Mr.  Luce.  We  want  to  know  whether  you  think  we  ought  to  legis- 
late this  as  a  permanent  activity  of  the  Government. 

Mr.  McDonald.  I  lean  to  your  way  of  thinking  to  some  extent,  so 
much  so  tliat  I  appeared  before  this  committee  and  asked  that 
they  drop  title  I,  because  I  do  not  think  the  Government  has  any 
business  backing  a  lot  of  institutions  in  making  modernization  repair 
loans  when  if  they  had  sufficient  initiative  they  would  make  them 
without  Government  insurance.  They  have  had  4  or  5  years'  experi- 
ence in  making  such  loans,  they  know  the  loss  ratios  to  be  expected 
from  this  type  of  loan,  and  I  have  recommended  that  it  be  dropped, 
but  I  do  not  know  what  the  action  of  the  committee  will  be  on  it. 
So  I  am  not  diametrically  opposed  to  your  way  of  thinking. 

Mr.  Luce.  That  is  it. 

Mr.  Ford.  Might  the  observation  be  pertinent  to  say  that  the  Gov- 
ernment maintains  rather  an  extensive  police  force  to  protect  the 
citizen  from  illegal  actions  in  almost  every  field  of  activity,  and  if  in 
the  maintaining  of  an  F.  H.  A.  for  the  purpose  of  protecting  interest 
rates  and  giving  the  home  owner  a  chance  to  own  his  home  and  pay 
a  decent  interest  rate  does  not  come  within  the  police  powers,  I  do 
not  know  what  does. 

Mr.  Luce.  May  I  interject  that  it  may  be  a  Government  function, 
but  it  is  hardly  a  function  conceived  by  Thomas  Jefferson  ? 

Mr.  Ford.  Thomas  Jefferson  was  an  able  gentleman. 

Mr.  Crawford.  Mr.  McDonald,  can  you  tell  the  committee  how 
many  houses  were  built  in  1937  here  in  the  District  and  how  many 
of  them  you  insured  and  financed  ?     Have  you  any  figures  on  that  ? 

Mr.  McDonald.  Do  you  mean  in  the  District  or  within  its  environs? 

Mr.  Crawford.  When  I  say  District  of  Columbia  I  mean  in  Greater 
Washington. 

Mr.  McDonald.  Greater  Washington  would  show  a  different  pic- 
ture than  insurance  of  homes  within  the  District  of  Columbia  proper. 

Mr.  Crawford.  If  we  might  have  those  figures  for  1937  and  1938  it 
would  be  well. 

Mr.  McDonald.  We  will  be  glad  to  supply  you  with  them. 

(The  material  referred  to  will  be  found  in  the  proceedings  for 
March  16,  1939.) 

Mr.  Crawford.  I  bring  this  up  because  there  appeared  in  the 
Washingf  on  Herald  of  December  26,  1937,  an  editorial  which  said : 

Out  of  1,464  houses  built,  sold,  and  financed  in  Washington  this  year,  1937, 
only  74  have  been  built,  sold,  and  financed  under  F.  H.  A.  operations. 

I  think  that  is  rather  significant  if  that  is  within  the  realm  of 
reason  at  all,  and  I  would  like  to  have  the  figures  for  1937  and  1938. 

Mr.  McDonald.  We  will  be  glad  to  give  you  the  figures.  Most 
of  the  activities  in  the  small  homes  have  been  built  outside  the  District 
of  Columbia  proper,  in  environs  adjacent  thereto,  because  the  land 
values  are  very  high  in  the  District,  and  you  cannot  build  a  small 
nome  at  as  reasonable  a  cost  as  in  areas  adjacent  to  the  city  limits. 

Mr.  Crawford.  Now,  to  clear  my  mind,  what  was  your  over-all 
interest  cost,  we  Mill  call  it,  before  we  amended  the  act  subsequent 
to  the  President's  message  in  1937  ? 
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Mr.  McDonald.  Let  me  see.    It  was  5  percent  plus  a  service  charge. 
It  was  6.24  with  the  insurance. 
Mr.  Crawford.  What  is  it  now? 
Mr.  McDonald.  It  is  51/2  except  in  the  case  of  small  houses,  and 

then  51/4.  _  i.         A    J 

Mr.  Crawford.  Five  and  one-half  and  five  and  one-quarter.  And 
that  reduction  came  as  a  result  of  amendments  we  made  to  the  act? 

Mr.  McDonald.  Yes.     You  made  that  possible. 

Mr.  Crawford.  Does  the  lender  under  the  F.  H.  A.  insured  plan 
have  to  assume  any  risk  at  all  ? 

Mr.  McDonald.  I  beg  your  pardon  ?  „   ^^    ,    .  ,     , 

Mr.  Crawford.  Does  the  lender  under  the  F.  H.  A.  insured  plan 
have  to  assume  any  risk  at  all? 

Mr.  McDonald.  Yes;  he  does.    Mr.  Cahill,  will  you  discuss  that. 

Mr.  Cahill.  The  lender  assumes  the  possible  loss  of  all  foreclosure 
costs.  In  other  words,  the  foreclosure  costs  and  any  expenses  which 
are  covered  by  the  certificate  of  claim  and  not  included  in  the 

debenture.  ,     ..   ,      .  i    .  •  ^    x         n 

The  certificate  of  claim  is  payable  only  if  the  Administrator  seHs 
the  property  taken  over  under  the  insurance  contract  at  a  price  suffi- 
cient to  cover  the  debentures  in  full  and  any  excess  of  F.  H.  A. 
expenses  over  income  in  handling  the  property.  Any  amount  re- 
maining after  these  charges  have  been  met  is  applied  against  the 
certificate  of  claim.  In  the  sale  of  any  property  acquired  by  thQ 
Administration  any  excess  after  a  certificate  of  claim  has  been  paid 
is  returned  to  the  original  owner  of  the  property  who  lost  his  house 
in  the  foreclosure  action. 

Mr.  Cra^vford.  When  we  last  amended  the  act,  did  we  put  any 
kind  of  cushion  in  there  to  help  the  owner  on  the  foreclosurre  cost? 

Mr.  Cahill.  Only  under  the  90-percent  loan  provisions.  Congress- 
man, where  foreclosure  occurred  prior  to  amortization  of  the  loan  to 
80  percent.  There  was  2  percent  of  the  loan,  or  a  maximum  of  $75, 
to  be  included  in  the  debenture  if  the  loan  had  not  been  amortized 
to  80  percent  at  the  time  of  foreclosure. 

Mr.  Crawford.  Outside  of  the  foreclosure  costs,  coupled  with  these 
provisions  we  have  put  in  the  act,  do  I  understand  you  to  say  that 
the  lender  assumes  no  other  risk  whatsoever? 

Mr.  Cahill.  I  do  not  understand  your  question. 

Mr.  Crawford.  I  say,  outside  of  the  foreclosure  costs  and  these  other 
provisions  for  that  specific  purpose,  does  the  lender  have  to  assume 
any  other  risk  under  the  guarantee  plan? 

Mr.  McDonald.  Mr.  Ferguson,  can  you  answer  that? 

STATEMENT  OF  A.  H.  FERGUSON,  GENERAL  COUNSEL,  FEDERAL 

HOUSING  ADMINISTRATION 

Mr.  Ferguson.  Mr.  Crawford,  the  lender  has  to  convey  his  property 
without  any  expense  to  us.  He  has  to  stand  all  expenses  of  title 
search  in  connection  with  the  conveyance  of  the  property  to  us  be- 
cause he  has  to  convey  us  clear  title  without  expense  to  us.  He  has 
to  pay  all  recording  fees  and  other  expenses  of  that  sort,  and  he  also 
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a^umes  a  ditferential  in  interest  on  the  debentiu^s  c()ni[)aie(l  with 
what  he  got  on  liis  mortgage. 

Mr.  GiFFoRD.  Tlie  niortgagor  pays  for  the  searching  of  the  title? 

Mr.  P'ERGua)N.  Before  foi-eolosure  lie  was  getting  5  i)ercent  on  his 
mortgage.  After  tlie  foreclosure  he  gets  234  percent  on  his  deben- 
tures which  we  give  him.  In  addition  to  those  costs  he  may  lose 
interest  between  the  time  of  default  and  the  institution  of  foreclosure 
proceedings. 

Mr.  CiL\WFOBD.  I  think  1  am  getting  straight  on  this  thing,  and  T 
am  not  going  to  allow  you  to  mislead  me.  and  I  do  not  call  a  decrease 
an  income  by  reason  of  a  drop  in  interest  rates. 

A  risk,  as  I  use  the  word  here,  referring  to  the  impression  as  given 
by  Mr.  GiU'ord,  and  everybody  is  under  the  impression  that  the  bor- 
rower pays  all  those  charges;  and  do  you  mean  to  sav  the  lender  ab- 
sorbs all  of  that  and  the  lender  pays  it? 

Mr.  Ferguson.  The  borrower  is  out  of  it  after  the  proper!  v  has 
been  foi-eclosed. 

Here  is  the  procedure :  If  the  "A"  bank  has  a  mortgage  on  my 
house  and  I  pay  him  5  percent  interest  on  that  mortgage  when  I  go 
into  default,  and  after  I  am  in  default  for  5  months,  let  us  assume 
the  bank  forecloses  the  mortgage.  It  has  to  pay  the  foreclosure  costs. 
the  auctioneer's  fees,  advei-tisements,  and  fees  for  the  auditors  and 
other  exi)enses  which  the  State  law  requires  to  be  paid  in  connection 
with  the  foi-eclosure  of  a  mortgage. 

Mr.  Crawford.  That  is  less  than  the  cushion  we  have  put  in  the  act. 

Mr.  Ferguson.  The  cushion  covers  only  a  DO-percent  mortgage^ 
which  is  foreclosed  before  it  has  l)een  paid  down  to  an  «()-perceiit 
mortgage.  And  the  cost  we  bear  is  up  to  2  percent  of  the  unpaid 
[jnncipal.  or  a  maximum  of  $75. 

Going  back  to  the  ordiiuny  mortgage,  the  lender  forecloses  the 
property,  pays  the  foreclosure  exi)enses',  buys  the  property  in  at  the 
sale,  and  the  pro|)erty  is  conveyed  to  it.  Then  the  lender  conveys 
the  pro|)erty  to  us.  We  give  it  debentures  issued  against  the  mutual 
insurance  fund  which  bear  interest  at  the  rate  of  '2%  [)ercent.  In 
that  transaction  the  lender  has  to  i)ay  the  exi>ense  of  the  conveyance 
to  him  under  the  sale,  the  preparation  of  papers,  the  recording  of 
papers,  the  attorney's  fees,  if  any,  and  he  has  then  to  have  the  dtle 
run  down  from  the  date  the  mortgage  was  recorded  to  and  including 
the  deed  to  us.  He  has  to  pay  for  that.  And  another  thing  he  has 
to  pay  for  is  the  recording  of  all  of  those  papers,  and  he  stands  to 
suffer  a  loss  of  interest  for  C  months  before  the  mortgage  is  foreclf)sed. 
Mr.  Crawford.  What  hapi)ens  if  he  buys  the  ])i-operty  iu  nt  less 
than  the  unpaid  portion  of  the  mortgage?     Who  benefits  then? 

Mr.  Ferguson.  He  gets  the  deWntures  for  the  unpaid  [)rincii)al  of 
the  moi-tgage. 

Mr.  Crawford.  If  he  })urchases  the  property  for  less,  who  benefits 
there? 

Mr.  Firguson.  If  he  gets  a  deficiency  judgnuMit  lie  assigns  that  to 
us.  He  has  to  assign  all  clair.is  against  the  niortgairor  and  everv- 
IkkIv  else. 

Mr.  Crawford.  The  deficiency  judgment  covers  the  unpaid  portion 
i»f  the  mortgage  t 

Mr.  Ferguson.  And  that  is  a  personal  ol)li<ration  ajrainst  the  mort- 
gagor which  the  mortgagee  assigns  to  us. 
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Mr.  Crawford.  Then  if  that  is  finally  collected  tlie  lender  does  not 
assume  that  portion  of  the  risk  which  you  have  enumerated^ 

Mr.  Ferguson.  If  finally  collected  out  of  the  property,  or  other- 
wise. AVheii  we  sell  the  property,  we  then  figure  what  our  handling 
costs  have  been,  the  amount  of  del)entures  outstanding,  the  amount 
of  interest  on  tlie  debentures,  and  charge  all  of  these  items  against 
the  sale  price.  If  the  sale  is  more  than  enough  to  cover  these  charges, 
then  the  balance  up  to  the  amount  of  the  certificate  of  claim,  which 
goes  to  the  mortgagee,  is  ])aid  on  account  of  that  certificate  of  claim; 
but  payment  on  tlie  certificate  of  claim  is  contingent  upon  the  prop- 
erty being  sold  for  enough  to  pay  it  in  part  or  in  full.  If  there  is 
anything  left  after  the  payment  of  the  certificate  of  claim,  it  goes 
back  to  the  niortgagor  whose  property  was  foreclosed. 

Mr.  Crawford.  Other  than  the  outside  risks  you  have  enumerated 
hei-e  in  general  the  lender  does  not  assume  any  other  risk  ( 

Mr.  Ferguson.  I  do  not  think  so.  I  do  not  mean  risk  exactly;  I  am 
talking  about  costs. 

Mr.  Crawford.  1  am  speaking  of  risk  as  we  think  of  risk  in  extend- 
ing money. 

Mr.  Ferguson.  You  mean  cost,  and  that  is  right. 

Mr.  GiFFi  RD.  If  your  investigator  says,  who  is  watching  the  con- 
struction, that  it  should  stop,  and  the  lender  has  already  put  up  50 
percent,  what  happens? 

Mr.  Ferguson.  He  takes  that  chance.  Of  course,  we  do  not  insure 
a  mortgage  until  after  the  building  is  completed. 

Mr.  GiFFORD.  So  the  lender  takes  that  risk? 

Mr.  Fei^guson.  He  certainly  does.  He  takes  all  the  risk  until  after 
it  is  completed  and  has  i)assed  our  inspection. 

Mr.  Crawford.  Mr.  J^IcDonald,  you  have  made  some  very  interest- 
ing remarks  here  with  reference  to  the  interest  rates,  which  somewhat 
intrigue  me. 

When  we  go  to  the  President's  message  of  November  29,  1937,  he 
deals  quite  specifically  with  these  costs,  and  the  fact  that  housing 
had  been  very  backward  in  the  line  of  construction,  and  so  forth, 
and  he  says  here : 

We  can  build  over  the  next  5  yv.irs  three  or  four  million  housing  units,  which 
at  a  moderate  estimate  of  $4,(MK>  j^r  unit  would  mean  si>euding  from 
$12,000,000,000  to  $15,000,000,000. 

What  effect  do  you  think  the  high  interest  rate  of  5^4  to  5i^ 
percent,  which  is  being  charged  to  the  i)eople  whose  risks  are  insured 
by  the  iGrovernment,  or  paid  by  the  people,  has  had  in  deterring  the 
accomplishment  of  that  hope  expressed  by  the  President?  Do  you 
think  that  on  the  basis  of  the  money  rates  we  are  justified  in  charg- 
ing 5%  to  5%  percent,  or  do  you  think  this  housing  program  would 
be  greatly  speeded  up  and  hundreds  of  thousands  more  people  brought 
into  the  picture  if  we  materially  reduced  these  interest  rates  ?  Would 
you  care  to  comment  on  that  in  connection  with  what  you  have  al- 
ready said  about  interest  rates? 

Mr.  McDonald.  I  have  thought  about  it  a  good  many  times.  I 
do  not  know.  It  gets  back  to  an  old  philosophy  of  merchandising 
which  has  two  advocates.  Henry  Ford  is  the  disciple  of  one,  and 
other  people  have  held  to  the  idea  that  price  is  not  everything.  My 
own  philosophy  has  been  that  I  would  naturally  like  to  see  the  in- 
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terest  rate  as  low  as  possible,  without  making  it  so  low  the  business 
would  not  be  attractive  to  the  lender.    After  all,  if  the  lender  does 
not  lend  the  money,  we  will  not  accomplish  any  good.    I  do  not 
know  what  that  figure  of  interest  should  be;  4^4  percent,  as  tiie 
Bowery  Savings  Bank  is  lending  in  New  York,  or  5^4  percent,  I  do 
not  know. 
Mr.  Crawford.  Could  you  tell  us  what  the  British  rate  is? 
Mr.  McDonald.  I  could,  indeed.    The  British  rate  is  4i/^  percent. 
But  they  have  a  plan  by  which  most  of  their  loans  are  made  that  is 
similar  to  our  F.  H.  A.  plan.    I  will  put  it  conversely.    They  use  a 
plan  similar  to  our  plan,  but  with  weekly  instead  of  monthly  pay- 
ments.   The  loans  usually  run  for  a  period  of  22  to  23  years,  and 
our  maximum  terms  are  20  and  25  years.    Their  rate  is  4l^  percent. 
But  they  have  a  clause  permitting  change  in  the  rate  subject  to 
changes  m  the  rate  charged  by  the  Bank  of  England.   While  currently 
they  are  going  at  the  4^-percent  rate,  in  4  or  5  years,  if  the  interest 
rates  change  materially,  the  rate  of  interest  on  the  mortgage  can  be 
changed. 
Mr.  Crawford.  In  other  words,  if  interest  rates  move  upward? 
Mr.  McDonald.  They  can  change  it. 

Mr.  Crawford.  And  it  is  somewhat  anchored  to  the  Bank  of  Eng- 
land and  can't  move  downward? 

Mr.  McDonald.  One  large  concern  bills  at  4  percent  but  writes  its 
mortgages  at  6  percent. 

Mr.  Crawford.  What  do  you  have  to  say  about  the  effective  rate 
under  these  mortgages  being  anchored  to  our  Federal  Keserve  rate? 
Mr.  McDonald.  It  might  oe  worth  considering. 
Mr.  Crawford.  You  do  think  it  is  worth  considering? 
Mr.  McDonald.  Yes;  but  very  carefully  considered. 
Mr.  Crawford.  The  Department  of  Commerce  figures  show  that 
out  of  95,804  business  establishments  in  this  counti-y  in  the  fiscal 
year  1935,  there  were  2,791,791  people  employed  who  received  wages. 
This  does  not  include  the  salaried  class  of  $3,000,000,000,  or  an  annual 
wage  of  $1,116.    Can  you  give  us  a  rough'  idea  of  whether  or  not 
that  group  of  people  can  be  covered  under  this  Federal  Housing 
plan  ?  ^ 

Mr.  McDonald.  I  think  we  figure  about  $1,000  a  year  is  as  low 
an  income  as  we  can  reasonably  expect  to  i^ach.  And  the  question 
of  the  location  of  the  home  must  be  considered.  Down  South,  $1,000 
a  year  income  buys  more  adequate  shelter  for  that  region  than  it 
does  in  New  England.  Usually  the  house  does  not  cost  as  much, 
as  the  houses  do  not  have  to  be  heated.  Other  items  of  living  ex- 
penses are  not  so  high.  Up  in  New  York  or  Massachusetts,  houses 
cost  more  to  build,  and  cost  more  to  maintain  during  the  winter. 

The  F.  H.  A.  is  endeavoring  at  all  times  to  bring  costs  and  the  cost 
of  paying  for  a  home  down  so  as  to  reach  a  lower-income  group. 
This  chart  shows  our  experience  in  reaching  the  moderate-income 
group. 

Mr.  Ford.  You  have  homes  paying  as  low  as  $10  or  $15  a  month 
now,  do  you  not? 

Mr.  McDonald.  Yes.  The  largest  percentage  of  F.  H.  A.  home 
owners  have  annual  incomes  of  less  than  $2,500.  Many  are  in  the 
$1,500  to  $2,000  group. 


Mr.  Crawford.  $2,500  or  less? 

Mr.  McDonald.  Yes. 

Mr.  Williams.  Have  you  that  in  i)ercentages?  What  I  mean  to 
suggest  is  that  it  does  not  mean  anything  for  the  record  the  way  you 
are  putting  it  in  there. 

Mr.  Crawford.  May  I  ask  you  this  question,  which  goes  right 
along  the  same  lines?  The  National  Eesources  Committee  in  their 
report  of  May  27,  1928,  shows  23,349,944  families  in  this  country 
with  incomes  of  less  than  $1,250  out  of  a  total  of- — 

Mr.  McDonald.  Is  that  urban  families? 

Mr.  Crawford.  That  is  all  of  our  families. 

Mr.  McDonald.  Yes. 

Mr.  Crawford.  Out  of  a  total  of  39,458,300  families;  so  then  taking 
your  chart  here  it  would  indicate  that  about  3  percent  of  your  loans 
were  being  made  to  that  particular  group  of  23,349,000  families. 

Mr.  McDonald.  Dr.  Fisher,  you  are  familiar  with  those  statistics 
which  the  Congressman  refers  to.  What  percentage  of  those  are 
urban  homes? 

Dr.  Fisher.  I  do  not  have  those  figures  with  me,  but  I  would  be 
glad  to  look  them  up. 

Mr.  McDonald.  Is  it  not  your  impression  that  the  F.  H.  A.  on 
the  recent  statistics  issued  by  the  Department  of  Commerce  where 
urban  homers  were  concerned  could  take  care  of  about  half  of  the 
urban  home  owners? 

Dr.  Fisher.  If  we  included  existing  construction. 

Mr.  McDonald.  Does  that  answer  your  question? 

Mr.  Crawford.  That  answers  it,  so  far  as  breaking  down  this  con- 
struction of  houses  is  concerned.  But  we  come  back  to  the  condition 
that  those  families  included  in  this  23,349,944  families  have  to  con- 
tribute to  the  Federal  Government  in  carrying  on  this  kind  of  pro- 
gram, although  they  are  not  eligible  to  but  31/0  percent,  according  to 
the  statistics. 

Mr.  McDonald.  I  am  not  sure  I  can  agree  on  that,  because  if  they 
have  incomes  tliat  low  I  do  not  see  what  contribution  they  can  make, 

Mr.  Crawford.  You  do  not  overlook  the  fact  that  what  each  con- 
tributes does  not  make  any  difference,  nor  what  each  buys  in  cigarettes 
or  in  chewing  gum. 

Mr.  McDonald.  Of  course,  a  great  many  people  are  farm  dwellers, 
too. 

Mr.  Crawford.  When  we  get  into  the  farm  proposition,  these  figures 
only  run  around  $950  for  a  family  of  four. 

Mr.  McDonald.  Does  that  give  effect  to  what  they  consume  on  the 
farm  ? 

Mr.  Craa\tord.  Yes,  sir;  that  gives  effect  to  what  they  consume  on 
the  farm — vegetables,  meat,  and  everything. 

Miss  Summers.  At  New  York  City  prices? 

Mr.  Crawford.  Yes ;  New  York  City  prices. 

Here  is  another  figure,  which  is  the  estimated  cost  of  living  in  31 
large  cities  for  workers,  with  a  family  of  4  persons,  compiled  in  1938 
for  the  Bureau  of  Labor  Statistics,  which  showed  a  housing  expense 
of  only  $21.22,  which  they  can  afford  to  spend  for  that  purpose.  I 
believe  you  had  a  chart  there  on  that.  And  this  should  show  the  per- 
centage of  your  loans  which  was  represented  by  that  $20  per  month. 
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Mr.  McDonald.  I  tliink  we  have  that  chart  with  us  today.  I  am 
not  sure.     Do  we  have.  Doctor^ 

Mr.  C'liAWFc  Ki).  I  thouirht  I  saw  it  there  a  few  moments  ago. 

Mr.  McDoNAij>.  Yes;  62  percent  of  all  borrowel-s" •i)ay  less  than  $30 
[H'r  month  to  meet  their  mortgage  ])ayments. 

Mr.  Crawfc/ri).  How  manv  pav  less  than  $i^0? 

Mr.  McDoNAu*.  Less  than  $2(n 

Mr.  C'KAwroRi>.  We  will  say  roughly  20  percent  paid  1^19.99  and  less. 
Your  chart  here  shows  al)out  20  i)ercent  of  your  borroweis  pay  $19.99. 

Mr.  M(  Donald.  That  is  right. 

Mi*.  Crawford.  Your  chart  then  shows  roughly  20  |)ercent  of  your 
lK>rrowei-.s  now  j)ay  $19.99  and  less  per  month,  which  includes  amorti- 
zation, interest,  taxes,  insurance,  and  all. 

Mr.  McDonaij).  Those  figures  do  not  include  local  taxes  or  hazard 
insurance. 

Mr.  Crawi  ord.  They  do  not  include  them  ? 

Mr.  (tamrlf.    Alxjut  how  nnich  would  that  be  for  a  $3,800  home? 

Dr.  Flsher.  What   would  that  be  for  a  $3,800  home? 

Mr.  (tamrle.  Yes. 

Dr.  Flshkr.  Moitgage  payments,  including  local  taxes  and  hazard 
insui-ance,  would  average  about  $30  a  month. 

Mr.  (^R\WFORD.  Mr.  ilc Donald,  are  those  British  loans  guaranteed? 

Mr.  McDonald.  Xo:  the  British  system  is  like  our  banking  system. 
It  is  a  very  large  industry.  It  is  done  very  largely  by  building  and 
loan  sfX'ieties,  and  there  are  a  half  a  dozen  tremendous  ones.  Take 
the  one  that  I  saw  most  of.  named  the  Halifax  Building  and  Loan 
8o<'iety.  They  have  something  like  385  offices  througliout  Great 
Bntain.  beautiful  offices,  wliich  are  just  as  nice  as  any  banking  insti- 
tution in  any  town,  and  they  have  assets  of  over  88.000,000  pounds 
sterling.  They  are  the  biggest,  but  thei-e  are  ^\e  or  six  others  not 
qiiiti'  ^  )  large  but  still  very  large  indeed.  It  is  like  their  banking 
systeu)  which  is  in  the  hands  of  very  large  banks. 

Mr.  Cr  \wford.  I  have  only  one  other  question. 

Going  back  to  the  President's  message,  which  indicates  some  $12,- 
<J00,000,()(X)  to  $10,000,000,000  for  sums,  insofar  as  you  are  able  to 
answer,  what  about  the  accomplishment  of  our  Federal  Housing  in- 
struments up  to  the  present  time  in  attempting  that  expenditure  per 
annum  <  What  do  you  think  the  prospects  are  for  the  balance  of  this 
vear '? 

Mr.  McDonald.  Have  you  a  chart  on  that.  Dr.  Fisher? 

Mr.  Crawford.  And  if  we  are  making  slow  j)rogress  what  do  you 
think  is  the  principal  cause  for  us  not  more  nearly  approaching  his 
forecast  ? 

Mr.  McDoxald.  The  figures,  I  believe,  covered  an  estimate  for  4 
years,  or  3  to  4  billion  a  year. 

Mr.  Crawford.  I  am  taking  it  fi'om  his  message. 

Mr.  McDonald.  I  do  not  know  upon  what  information  the  Presi- 
dent made  this  estimate ;  he  may  not  have  intended  it  as  a  forecast 
of  actual  annual  performance. 
Mr.  Crawford.  He  may  not. 

Mr.  McDonald.  In  the  first  place,  I  do  not  believe  there  is  any 
tremendous  shortage  in  homes  in  America  as  is  frequently  estimated — 
what  does  the  messajre  sav? 
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Mr.  Craw^ford.  May  I  read  the  direct  cpiotation.  as  follows: 

All  average  of  6(X^,0(>0  to  S()0,(M)0  (Iwt'lliiij;  units  ought  to  l«e  built  aiinnallv 
over  tlie  next  5  years. 

Mr.  McDonald.  That  does  not  indicate  as  large  a  shortage  as  some 
have  estimated. 

Mr.  Crawford  (reading) : 

We  can  build  over  the  next  r>  years  .'>  or  4  milli«»n  h<msing  units,  whieli  at 
the  moderate  estimate  of  $4,0(W)  per  unit  \v()uld  mean  siKMiding  from  $12,000,- 
(K)0,000  to  $16,000,000,000. 

Mr.  Spknce.  Over  4  years. 

Mr.  McDonald.  I  think  I  can  hel])  you  a  little.  Look  at  this  chart. 
This  chart  shows  there  were  about  900,000  dwelling  units  built  ni 
1025.  Tlie  decline  started  in  1927  and  dwindled  down  to  practically 
no  I'csidential  construct  i(m  in  1982,  1933,  and  1934. 

The  Federal  Housing  Administration  started  at  tliat  time  and  193S, 
I  think,  would  have  been  a  very  poor  year  had  not  the  amendments 
been  made  Avhich  you  gentlemen  passed  early  in  the  year.  Even 
with  a  late  start  there  were  about  345,000  imits  built  in  the  Uniteil 
States  last  year. 

Mr.  Ford.  345,000? 

Mr.  McDonald.  345,000  dwelling  units.  They  were  not  all  indi- 
vidual homes.  The  majority  were  one-  or  two-family  residences, 
but,  of  course,  many  were  larger  structures  for  four  or  more  families, 
apartment  buildings  and  garden  apartments  under  F.  H.  A.  insurance. 

We  feel  this  year  that  unless  there  should  be  a  decided  change  in 
the  trend  there  should  be  something  like  450,000  residential  units 
built,  or  possibly  even  500,000,  which  would  bring  us  up  very  close 
to  the  1929  level.  I  do  not  know  how  that  can  be  further  stimulated, 
Mr.  Crawford.  It  could  be  checked,  however,  if  material  prices  were 
to  rise  very  much  or  rapidly.  So  far  we  have  not  seen  any  marked 
tendency  in  that  direction,  although  some  prices  are  finning,  but  a 
precipitous  rise  in  building  materials  would  certainly  throw  a  lot  of 
cold  water  upon  the  building  program  now  in  progress. 

Mr.  Craw^ford.  But  that  has  not  yet  occurred. 

Mi\  McDonald.  No  ;  but  many  are  beginning  to  firm, 

Mr.  Crawtord.  Thank  you,  very  much. 

Mr.  Spence.  Have  you  any  data  on  court  costs? 

Mr.  McDonald.  I  do  not  know  that  we  have.  Have  we,  Mr.  Fer- 
guson, at  all? 

Mr.  Ferguson.  No;  we  have  not.  The  central  housing  committee 
has  worked  for  the  last  2  or  3  years  on  a  unifomi  mortgage  act, 
and  we  tried  last  year  to  get  that  act  adopted,  but  it  was  not  possible 
under  the  uniform-laws  committee  of  the  American  Bar  Association. 

I  was  in  Cleveland  myself  in  connection  with  it,  and  Mr.  Horace 
Russell  was  there,  and  they  did  not  have  time,  the  committee  said, 
at  that  time  to  consider  it.  They  did,  however,  appoint  a  committee 
at  the  conference,  and  they  instructed  the  committee  to  come  back  at 
the  next  meeting  next  July  with  a  definite  proposal  of  a  uniform 
moitgage-foreclosiu'e  act,  and  if  that  can  be  brought  about  there  is 
no  question  in  my  mind  but  that  the  financing  of  mortgages  can  be 
very  substantially  reduced. 

Mr.  Spence.  Has  not  the  Home  Owners'  Loan  Corporation  estab- 
lished maximum  cliarges  in  some  i^egulations? 
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Mr.  Ferguson.  They  can  only  do  it  by  making  special  deals  with 
attorneys  on  a  certain  basis. 

Mr.  Spence.  But  they  have  done  it. 

Mr.  Ferguson.  I  think  they  have.  And  of  course  the  uniform  mort- 
gage act,  if  it  could  be  adopted  in  all  States,  would  make  a  very  sub- 
stantial contribution. 

And  let  me  state  that  I  think  that  is  one  of  the  important  factors 
contributing  to  the  low  interest  rates  on  mortgage  loans  in  England. 

Mr.  Spence.  What  about  your  average  charge? 

Mr.  Ferguson.  In  England  they  do  not  have  48  different  laws  deal- 
ing with  foreclosure.  They  have  one  law,  and  you  can  foreclose  a 
mortgage  in  2  weeks. 

Mr.  Spence.  What  have  been  your  average  costs,  and  how  nave 
ihey  varied  with  different  States? 

Mr.  Ferguson.  The  cost  may  be  as  high  as  $500  to  foreclose  a 

$2,000  mortgage. 

In  the  District  of  Columbia  it  costs  from  $60  to  $75  to  foreclose  a 
mortf^age.  There  is  a  tendency  in  some  States  to  revise  foreclosure 
laws.''  Foreclosure  costs  ai-e  high  in  Illinois,  and  particularly  expen- 
sive in  New  York.  But  the  Legislature  of  New  York  is  now  consider- 
ing a  law  which  will  very  substantially  reduce  foreclosure  costs. 

Mr.  Spence.  What  is  the  cost  which  is  exorbitant  in  the  various 
States;  the  lawyers'  fees? 

Mr.  Ferguson.  Attorneys'  fees,  court  costs,  advertisements,  auc- 
tioneers' fees,  and  other  items  of  foreclosure  expense. 

Mr.  Spence.  They  are  fixed  by  statute? 

Mr.  Ferguson.  Oh,  yes. 

Mr.  Spence.  Attorney's  fees  are  not  fixed  by  statute? 

Mr.  Ferguson.  Not  in  actual  amount,  but  in  some  States  the  loans 
specify  the  percentage  or  maximum  amount  that  can  be  allowed. 
Then  some  of  the  States  require  the  trustees  to  give  bond,  which  adds 
another  item  of  expense.  Some  of  the  States  provide  for  a  docket 
fee  of  $50,  which  is  just  an  attorney's  fee,  that  there  are  all  sorts 
of  fees  and  charges  m  connection  with  foreclosure  proceedings  m 

the  various  States. 

Mr.  Williams.  Mr.  McDonald,  you  made  a  statement  that  you 
would  be  very  glad  to  get  rid  of  the  Administration's  title  I,  and  you 
so  recommended,  and  I  understand  you  expressed  the  desire  to  also 

get  out  of  title  II. 

Mr.  McDonald.  Section  210  of  title  II  only.  , 

Mr.  Williams.  I  understand  that,  but  I  understood  you  also  m 
answer  to  a  question  by  Mr.  Luce  to  say  that  you  would  be  glad  to 
^et  out  of  it  altogether. 

Mr.  McDonald.  Myself? 

Mr.  Williams.  That  is  what  I  wanted  to  get  at;  that  is  just  your 
own  personal  feeling? 

Mr.  McDonald.  Yes;  that  is  right. 

Mr.  WiixiAMS.  What  I  want  to  know  is,  in  your  experience  in  the 
administration  of  this  act,  whether  or  not  in  your  judgment,  perma- 
nent insurance  of  mortgages  under  title  II  and  under  sections  203 
and  207  are  sound  public  policy  and  should  be  engaged  in  as  a  per- 
manent institution  by  the  Government. 

Mr.  McDonald.  Mr.  Williams,  I  think  that  it  would  be  necessary 
to  do  a  little  reviewing  to  get  my  full  views  on  that. 
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In  my  study  of  housing  since  I  have  been  here  I  have  been  im- 
pressed with  one  thing  in  particular  and  that  is  the  terrific  neigh- 
borhood blight  in  all  of  our  large  cities.  I  have  been  impressed 
with  the  fact  that  property  values  became  depressed  when  t.he  indi- 
vidual buildings  themselves  are  sometimes  in  very  good  condition. 

We  go  up  to  New  England  and  we  see  houses  100  and  150  years  old, 
that  are  perfectly  habitable.  I  sometimes  rent  a  house  on  the  eastern 
shore  up  there  that  is  160  years  old,  and  it  is  a  splendid  place  in 
which  to  live. 

But  you  take  cities  like  Chicago,  where  there  is  a  large  belt  which 
contributes  almost  nothing  to  the  income  of  the  city  of  Chicago,  and 
yet  it  has  to  be  policed,  have  fire  department,  water  works,  sewer 
services,  and  other  facilities  which  are  expensive  and  that  bring  in 
no  income.  All  of  that  is  due  to  the  fact  that  the  cities  were  built 
without  neighborhood  controls  of  any  kind  or  character.  It  is  true 
that  a  great  many  of  these  cities  have  building  codes.  Very  few 
of  them  have  any  planning  facilities  with  teeth  m  them. 

As  a  consequence  a  little  speculator  can  frequently  find  a  suburban 
area  where  he  can  lay  out  a  few  lots  as  he  pleases  and  build  a  few 
homes.  If  he  has  plenty  of  money  he  can  carry  it  out,  and  it  may 
turn  out  to  be  a  good  suburb.  But  if  he  does  not  have  the  money  to 
complete  its  construction  including  a  church  and  a  schoolhouse,  side- 
walks, and  other  things  shown  on  his  plat,  then  he  is  not  able  to 
perform. 

Those  are  the  things  the  Federal  Housing  Administration  is  exer- 
cising a  very  strong  influence  on,  neighborhood  control  and  build- 
ing control;  and  until  such  a  time  as  the  States  or  the  cities  them- 
selves seem  to  be  able  to  stop  this  distinct  blighting  of  neighbor- 
hoods, with  people  moving  from  one  district  to  another,  which  they 
should  not  do  if  the  present  neighborhood  is  all  right,  I  think  it  is 
necessary  for  some  major  influence  to  be  in  there.  And  I  do  not  know 
of  any  other  such  influence  at  the  present  time  than  the  F.  H.  A. 

There  are  some  people  who  seem  to  feel  that  F.  H.  A.  is  not  always 
in  very  close  step  with  the  building  and  loan  system,  but  that  is  not 
true.  We  are  in  very  close  step  with  them,  and  they  have  our  deepest 
sympathy.  They  have  not  been  able  to  do  anything  along  those 
lines. 

The  F.  H.  A.  is  the  only  force  in  America  today— not  only  in  the 
large  cities — but  also  in  small  couiltry  places,  which  has  been  empha- 
sizing these  things  uniformly  throughout  the  Nation. 

We  have  around  the  country  eight  major  offices  where  we  have 
land-planning  divisions.  Land  developers  come  into  these  offices  and 
show  us  what  they  propose  to  do.  We  give  them  our  advice  on 
developing  the  piece  of  land  according  to  the  topography,  according 
to  the  way  it  is  zoned,  the  type  and  size  of  the  lots,  the  people  likely 
to  be  attracted  to  that  neighborhood,  and  on  how  to  throw  restric- 
tions around  the  neighborhood  so  it  will  not  suffer  depression 
through  neighborhood  blight,  and  so  it  will  not  show  a  rapid  decline 
in  value  during  the  years,  and  so  that  a  man  buying  a  house  will  find 
at  the  end  of  20  or  25  years  that  it  will  command  as  good  a  value  as 
it  should,  instead  of  being  encroached  upon  by  unsatisfactory  con- 
ditions coming  in,  gasoline  stations,  hot-dog  stands,  and  what  not. 
And  so  until  such  time  as  something  else  takes  the  place  of  it,  I  think 
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the  F.  H.  A.  is  the  only  force  that  can  enforce  these  protections  to 
*^Tr  TccrCau  you  tie  that  up  .ith  the  existing  buildings? 

S^S^'^S.- -  r?'to  see  that  they  are  modernized  .^^^ 
hron^ht  UD  to  date.  We  cannot  take  a  man  holding  a  $2,000  house 
amlSk  h^i  to  modernize  it  and  put  in  a  bathroom  and  other  things 
We  can  ^v  fix  up  the  porch,  possibly  tear  down  the  porch,  and 
mavte  spTnd  twc^or  three  hundred  dollars  on  it  to  keep  it  tn.m 
deterioraCg  further,  and  it  makes  a  very  suitable  home  for  some- 
body who  cannot  afford  to  buy  a  house.  .    ao  nnn   «d  nno    or 

When  vou  £o  to  buy  a  new  house  that  costs  $3,000,  $4,000,  oi 
^'U^rit  is  a  tmv  little  house.  A  man  that  has  a  large  family,  and 
wS'a  1  ew  ho"fse,  finds  it  difficult  to  get  it  at  a  price  he  can  pay. 
r,f  he  can  fr^u^ntly  find  an  old  one  that  will  serve  his  purposes. 
?t  mav  not  iLTa  fancy  neighborh.K>d,  but  still  it  is  m  a  respectable 
LdtboTiood  and  after  the  old  house  is  modernized,  the.  do^^■.l 
Sra'rfixed  up  a  little  bit,  it  will  make  it  a  very  serviceable 
nWe  for  him  to  live  with  his  large  family.  .  ,,  tu  ta  ii 
•^  The  CHAffiMAN  If  there  are  no  more  questions,  Mr.  McDonald 
tlJtmmhlL  '^1  stand  adjourned  to  meet  tomorrow  morning  at 

^y?  Gi^RD.  Will  you  be  here  tomorrow,  Mr.  McDonald? 

f^So'i^i  TSp'.  mTuie  committee  was  adjourned  until 
Thursday,  March  16,  1939,  at  10: 30  a.  m.) 
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THURSDAY,  MARCH   16,   1939 


committee  met  at  10:30  a.  m.,  pursuant  to  notice,  for  further 
eration  of  H.  R.  3232,  Hon.  Henry  B.  Steagall   (chairman) 


House  of  Represi:ntati\  es. 
Committee  on  Banking  and  Curuency, 

Wf!f<hhigton^  IK  C. 

The 
oonsiderati< 
presiding. 

Present:  Mes^-rs.  Steaj[rall,  AVilliams,  Spence,  Ford,  Brown,  Gore, 
Mills,  Folder,  Wolcott,  Gifford,  Crawford,  Gamble,  Simpson,  Kean, 
and  Sumner. 

The  Chairman.  The  connnittee  will  come  to  order,  please. 

Come  around,  Mr.  McDonald. 

STATEMENT  OF  STEWART  McDONALD,  FEDERAL  HOUSING 

ADMINISTRATOR— Resumed 

Mr.  McDonald,  you  had  discussed  title  I,  section  203,  and  we  would 
be  glad  to  hear  yon  on  sections  207  and  210. 

Mr.  McDonald.  Mr.  Chairman,  and  gentlemen  of  the  committee, 
rental  housing  is  provided  for  under  sections  207  and  210  of  the 
National  Housing  Act.  Section  207  was  in  the  original  act,  but 
Avas  liberalized  in  many  respects  by  the  last  Congress.  The  limited- 
dividend  provision,  however,  was  retained.  This  section  of  the  act 
is  designed  to  take  care  of  the  insurance  of  mortgages  on  large  rental 
housing  projects,  ranging  in  amount  from  about  $200,000  to  a  maxi- 
muHT  of  $5,000,000. 

Section  210,  however,  was  an  entirely  new  provision  through  which 
it  was  endeavored  to  stimulate  the  construction  of  apartment  houses 
from  about  $20,000  uj)  to  $200,000,  thus  filling  in  the  gap  between 
sections  203  and  207.  The  desire  to  motivate  activity  in  the  i*ental 
housing  field  sprang  in  part  from  general  efforts  to  secure  an  imme- 
diate stimulation  of  construction,  and  in  part  from  a  realization  that 
better  housing  for  the  Nation,  as  a  whole,  must  include  assistance 
designed  to  benefit  that  55  percent  of  our  poi)ulation  who  are  renters. 

The  financing  of  large  rental  structures  had  completely  collapsed 
by  1930.  Catering  as  they  usually  did  to  the  very  highest  rental 
groups,  the  boom-time  apartment  houses  were  the  first  to  feel  the 
effects  of  decreased  income  in  the  depression  yeai-s.  Only  a  very 
small  loss  of  revenue  in  most  of  them  was  necessary  to  highlight  the 
unsound  financing  methods  which  brought  them  into  existence.  First, 
second,  and  third  mortgage  lx)nd  issues,  with  the  riskiest  of  financing, 
often  sold  to  the  general  public,  and  with  inadequate  provision.s  for 
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amortization,  were  more  often  the  rule  than  the  exception.  Promo- 
tion proceeded  upon  the  principle  of  "build  them  and  bleed  them." 
And  in  nearly  every  bi^  city  in  the  United  States  we  witnessed  a 
wreckage  of  rental  housing  structures  which  could  only  be  cleaned 
up  through  complicated  receiverships  and  foreclosure  proceedings. 

This  break-down  of  financing  facilities  for  multiple  family  rental 
structures,  was  so  widespread,  as  to  bring  about  practically  a  com- 
plete stoppage  of  all  new  apartment  building.  For  several  years 
there  appeared  no  prospect  of  rejuvenation  of  this  important  segment 
of  the  building  industry,  which  previously  gave  employment  to  hun- 
dreds of  thousands  of  high-class  workers. 

This  lack  of  construction  and  its  deplorable  effect,  not  only  on 
employment  but  on  housing  conditions  as  well,  became  so  widely 
recognized  that  the  State  of  Xew  York,  with  other  States  considering 
like  action,  gave  life-insurance  companies  the  right  to  go  even  further 
than  the  mere  making  of  high  percentage  mortgage  loans,  by  granting 
them  power  to  invest  in  the  outright  ownership  of  large  rental  build- 
ings. The  Metropolitan  Life  Insurance  Co.,  under  the  power  thus 
granted,  has  started  construction  of  one  project,  to  be  completely 
financed  and  owned  by  them,  involving  a  total  investment  of  approxi- 
mately $50,000,000.  I  mention  these  facts  and  this  bit  of  background 
in  order  to  recall  more  clearly  the  conditions  which  motivated  Con- 
gress last  year  in  liberalizing  and  clarifying  the  field  of  F.  H.  A. 
activities  in  relation  to  rental  housing  and  the  emphasis  that  was  put 
at  that  time  on  the  necessity  of  immediately  stimulating  construction 
activity  in  this  field. 

I  wish  to  report  that  during  the  past  year,  imder  the  liberalized 
provisions  of  section  207,  $31,000,000  of  actual  construction  has  been 
completed.  In  direct  and  indirect  labor  this  involves  more  than 
50,000,000  man-hours  of  labor,  all  brought  about  with  the  use  of  pri- 
vate capital,  and  upon  which,  I  do  not  believe,  the  Government  will 
ever  ultimately  lose  a  dollar.  I  should  like  to  recall  to  you  that  when 
this  bill  was  under  consideration  last  year  some  opinions  were  ex- 
pressed to  the  effect  that  the  provisions  were  too  liberal,  and  others 
that  they  were  too  rigid,  to  get  any  substantial  amount  of  construction 
going.  There  is  doubtless,  however,  significance  in  the  fact  that 
in  making  a  definite  program  out  of  section  207  last  year,  Congress 
created  for  the  mortgage  insurance  under  it  an  entirely  separate  fund, 
indicating  a  recognition  of  the  wide  degree  of  difference  between 
operations  involving  income-producing  property  and  operations  in- 
volving individual  home  ownership. 

Kealizing  the  full  extent  of  the  responsibility  imposed  upon  this 
Administration,  as  well  as  the  difficulty  of  carrying  out  the  mandate 
of  Congress  to  bring  about  a  building  revival  under  this  act,  the 
Administration  developed  a  carefully -thought-out  procedure  and 
technique,  in  respect  to  the  acceptance  and  insurance  of  these  loans. 

After  testing  out  this  procedure  to  the  best  of  our  ability  and  apply- 
ing it  to  the  many  different  projects  submitted  to  us  for  examination, 
we  then  (last  October)  invited  to  Washington  for  a  conference  the 
representatives  of  the  leading  life-insurance  companies  and  savings 
banks  in  America,  to  advise  with  us  and  carefully  go  over  the  proce- 
dure, in  order  that  they  might  make  any  further  suggestions,  based 
upon  their  wide  experience  in  large  loans  of  this  character.    This  con- 
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ference  stayed  in  active  sesison  in  Washington  for  2  days  and  was 
attended  by  the  leading  mortgage-lending  officjals  of  the  prmcipal 
lending  institutions  of  tlie  United  States,  consisting  of  life-insurance 

companies  and  savings  banks.  i  ^    ^    ^4  fu« 

This  conference  went  very  carefully  into  all  the  details  of  the 
methods  followed  by  the  F.  H.  A.  and  could  offer  no  material  improve- 
ment  or  suggest  any  change  which  would  improve  or  add  additional 
safeguards  to  those  already  in  practice  by  the  F.  H.  A.  On  the  con- 
trarv,  the  procedure  was  unanimously  approved  by  all. 

I  should  like  to  point  out  to  you  that  the  system  of  financing  of 
large-scale  rental  projects  under  section  207,  which  you  provided  for. 
is  based  upon  an  entirely  different  theory  than  the  old  pattern  of 
first-,  second-,  and  third-mortgage  bond  issues,  which  so  utterly  col- 
lapsed a  decade  ago.  The  single  mortgage  financing  which  is  em- 
ployed  while  of  a  high  percentage  of  value,  rests  primarily  on  the 
earning  capacity  of  the  project.  Furthermore,  revenue  to  the  spon- 
sors is  drastically  restricted,  until  such  time  as  the  mortgage  has  been 
paid  off  Profits  to  sponsors  must  come  from  sound  operation  over 
a  lono-  period  and  not,  as  in  the  old  days,  from  a  "milking  process. 

To  put  it  briefly,  the  difference  between  the  financing  of  rental 
projects  today,  through  the  F.  H.  A.,  and  the  old  method  of  fiuanci^ 
which  brought  so  much  trouble,  lies  in  the  fact  that  under  the  F.  H. 
A  system  the  mortgage  must  be  paid  off  before  the  profits  are  taken, 
wiiile  under  the  old  bond  issue  system  the  profits  were  always  taken 
before  any  payment  was  made  on  the  mortgage.  This  definitely  kills 
the  old  practice  of  "build  them  and  bleed  them  while  they  are  new. 

To  sum  up  briefly,  therefore,  it  may  be  pointed  out  that  our  pro- 
gram under  section  207  of  the  National  Housing  Act  was  created  in 

order — 

First,  to  stimulate  construction  activity  and  secure  the  benefits  of 
reemployment  in  a  field  which  had  been  sadly  lagging  for  a  consider- 
able period.  .  .  „  ,    ,  ,  ^         ^ 

Second,  to  improve  the  living  conditions  of  that  large  percentage  of 
our  population  who,  by  economic  conditions  or  otherwise,  are  in  the 
class  of  renters  rather  than  home  owners. 

Third,  to  develop  a  system  of  mortgage  financing  for  rental  hous- 
ing structures,  designed  to  encourage  the  garden  type  of  apartment 
for  middle-income  groups,  which  has  definitely  proven  stable  both 

here  and  abroad. 

Fourth,  to  place  the  financing  of  large-scale  rental  properties  on  a 
sound  basis,  calculated  to  prevent  a  recurrence  of  the  mortgage-bond- 
financing  collapse  of  the  last  decade,  with  its  accompanying  wreckage 
of  real-estate  values  and  tragic  happenings  to  small  investors. 

I  can  say  to  you  frankly  at  this  time,  after  our  experience  with  the 
rental-housing  program,  that  no  one  recognizes  more  than  we  do  the 
many  complexities  and  difficulties  inherent  in  operations  in  this  field. 
This  may  best  be  judged  by  the  fact  that  we  have  actually  examined 
carefully,  and  I  mean  by  that  down  to  the  blueprint  stage,  something 
like  $750,000,000  of  rental-housing  projects  submitted.  Yet,  thus  far, 
as  of  December  31,  we  have  only  been  able  to  pass  less  than  $75,- 
000,000  as  suitable  for  mortgage  insurance.  In  addition,  at  least  an- 
other half -billion  dollars  of  projects  have  been  discussed  with  sponsors 
and  rejected  as  impractical  or  unsound  before  actually  reaching  the 
blueprint  stage. 
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I  must  say.  thoucrli.  of  those  accepted  and  built,  we  are  not  appre- 
hensive of  any  of  them  faihng  to  pay  out,  and  believe  the  provisions 
and  safe<ruards  are  sufficient,  so  that  the  Government  will  not  be 
obliged  to  take  an  ultimate  loss,  even  thouj^li  some  projects  should 
liecome  involved  in  foreclosures.  I  might  add  no  foreclosure  seems 
imminent  at  this  time. 

The  projects  completed  seem  to  ansv.er  a  definite  need  in  rental 
housing,  and  present  to  the  renting  public  of  the  middle-income  group 
an  entirely  new  type  of  housing  called  garden  apartments,  because 
the  emphasis  is  i)laced  upon  more  light  and  air  in  the  apartments,  and 
particdarly  more  playground  room  for  the  children,  with  greater 
freeiiom  from  the  dangers  of  automobile  traffic.  This  is  because  they 
tx!cupy  a  gieat  deal  more  land  area,  the  lot  coverage  generally  being 
less  than  25  i>ercent,  and  with  an  average  density  per  acre  of  20 
families,  against  the  custonuiry  city  lot  coverage  of  GO  to  80  percent 
with  the  density  running  well  over  100  families  an  acre. 

A  further  interesting  fact  is  that  the  cost  of  construction  of  these 
rental  housing  projects  has  averaged  less  than  $1,100  per  room,  and 
in  a  few  cases  well  under  that  figure.  The  best  comparisons  we  have 
been  able  to  make  with  other  govermnental  agencies  indicate  that 
this  is  approximately  25  ])ercent  under  what  it  has  been  costing  them 
for  a  similar  type  of  housing. 

Of  the  26  projects  which  have  been  in  operation  for  6  months  or 
more,  the  majority  are  more  than  90  percent  occupied,  and  some  have 
a  considerable  waiting  list.  In  a  few  cities,  however,  definite  oppo- 
sition has  been  raised  to  the  erection  of  these  structures  by  some  real- 
estate  interests,  particularly  those  re])resenting  apartment  houses 
built  10  or  15  years  ago  and  frequently  bought  in  as  bargains,  after 
foreclosure,  but  still  commanding  substantial  rentals  with  compara- 
tively high  yield  on  the  investment  and  Avith  none  of  the  amenities 
referred  to  above. 

On  the  other  hand,  the  National  Association  of  Real  Estate 
Boards,  in  a  meeting  on  February  15,  this  year,  expressed  the  feeling 
that  through  the  Rental  Housing  Division  of  section  207  the  F.  H.  A. 
could  be  effective  in  dealing  with  low-cost  housing,  slum  clearance, 
and  curing  of  neighborhood  blight,  and  urged  its  further  action  in 
these  fields. 

And  while  we  think  there  is  a  definite  place  for  the  F.  H.  A. 
through  section  207  in  this  most  important  work  and  to  that  end 
have  gone  carefully  over  many  projects  designed  to  rehabilitate 
blighted  areas  and  several  semi-slum-clearance  propositions,  yet  the 
price  at  which  the  real  estate  has  been  held  over  and  above  the  valua- 
tion the  F.  H.  A.  is  willing  to  extend  has  so  far  preAented  any  real 
activity  in  this  line. 

This  can  best  be  illustrated  by  one  project  in  New  York  City  in- 
volving six  units  of  about  $5,006,0(X)  each,  which  has  been  submitted 
to  us  and  which  undoubtedly  would  be  a  most  worth  Avhile  improve- 
ment to  that  city,  yet  the  land  is  held  at  a  price  at  least  three  times 
what  we  consider  a  satisfactory  figure  to  work  out  on  our  earning 
estimates. 

As  previously  mentioned,  section  210  was  an  entirely  new  provision 
enacted  by  Congress  last  year.  It  was  thought  this  provision  would 
stimulate  tremendouslv  the  construction  of  apartment  houses  from 
about  $20,000  up  to  $200,000.     And,  the  Administration  was  left 
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practically  Avithout  limitations  from  Congress  as  to  its  operation 
under  this  section. 

During  the  past  year  there  have  been  submitted  to  us  a  very  large 
number  of  projects  to  be  insured  under  this  section,  but  there  have 
only  been  built  or  we  have  accepted  for  insurance  on  f utin-e  construc- 
tion to  date  something  like  a  total  of  $4,800,000  Avorth.  The  reason 
for  this  is  that  the  Administration  has  not  been  able  to  work  out  a 
suitable  technique  which  it  believes  could  properly  safeguard  the 
Government  on  a  large  scale  of  operations  under  this  section  of  the 
act.  The  principal  reason  is  that  it  lacks  the  safety  requirements  pro- 
vided in  the  limited-dividend  clause  of  section  207.  So,  therefore,  we 
respectfully  request  tlie  repeal  of  section  210  of  the  act. 

I  do  feel,  hoAvever,  that  you  are  entitled  to  and  should  be  given  a 
more  detailed  description  of  how  this  very  complicated  program  is 
Avorked  out^  from  the  F.  H.  A.  standpoint";  and  I  suggest,  therefore, 
that  Mr.  Colean,  assistant  administrator  in  charge  of  our  Rental 
Housing  Division,  be  permitted  at  this  time  to  go  into  further  de- 
tails Avith  you  on  this  highly  complex  program. 

Mr.  Colean  would  also  like  to  make  a  statement  if  it  is  agreeable 
to  the  committee. 

The  Chairman.  Yes. 

STATEMENT  OF  MILES  L.  COLEAN,  ASSISTANT  ADMINISTRATOR, 

FEDERAL  HOUSING  ADMINISTRATION 

Mr.  CcLEAN.  As  Mr.  McDonald  has  stated,  the  purjwse  of  the  1938 
ainendments  to  section  207  of  the  National  Housing  Act  was  to  pro- 
vide an  effective  stimulus  to  rental-housing  construction  through  cre- 
ating means  for  increasing,  on  liberal  terms,  the  availability  of  funds 
for  financing  such  construction. 

It  Avas  recognized  that  the  disappearance  of  facilities  for  real-estate 
bond  financmg,  together  with  the  reluctance  of  institutional  lenders 
to  provide  sufficient  funds  to  meet  housing  needs,  required  some  posi- 
tive action  if  the  supply  of  rental  housing  was  to  be  brought  abreast 
Avith  market  requirements.  It  w^as  likeAvise  recognized  that  the  older 
method  of  financing  not  only  involved  costs  Avhich  effectively  pre- 
vented npAv  construction  except  for  the  upper  income  groups,  but  also, 
through  Its  generally  short-term  character,  its  necessary  association 
Avith  highly  speculative  junior  financing  and  its  lack  of  protection 
against  wastage  of  the  security,  contained  at  all  times  a  serious  hazard 
to  the  stability  of  the  real-estate  and  mortgage  market.  It  was,  more- 
over, apparent  that  any  methods  devised  in  substitution  must  admit 
the  scarcity  of  equity  capital,  a  condition  as  true  in  boom  times  as 
It  Avas  last  year  or  noAv,  and  provide  for  as  large  percentage  loans 
as  could  be  made  consistent  with  a  reasonable  business  risk. 

Under  the  amendments,  these  situations  were  frankly  faced  and 
authority  was  granted  for  insuring  loans  in  amounts  up  to  "80  i^er 
centum  of  the  amount  which  the  Administrator  estimates  will  be  the 
value  of  the  property  or  project  when  the  proposed  improvements 
are  completed."  This  is  avowedly  a  liberal  policy  and  its  purpose 
of  providmg  the  desired  stimulus  to  rental-housing  construction  is 
plain. 

In  oi-der  to  surround  so  liberal  a  policy  with  sufficient  safeoiiards 
to  protect  the  Government's  interest  Avithout  nullifying  the  purpose 
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of  the  legislation,  the  law  and  subsequent  regulations  and  polcy  of 
the  Federal  Housing  Administration  established  means  of  con- 
trolling and  limiting  the  operating  corporation  so  as  to  prevent  the 
neglect  or  waste  of  the  property,  or  the  diversion  of  any  funds  other 
than  to  provide  a  limited  return  on  the  equity.  Among  these  con- 
trols are  the  following : 

The  mortgage  must  not  exceed  the  80  percent  described  above  nor 
exceed  an  amount  of  $1,350  per  room. 

The  mortgage  must  not  carry  an  interest  rate  above  4i/^  percent 
and  must  be  fully  amortized  in  regular  payments  extending  over  a 
period  of  usually  26  years. 

No  charges  in  connection  with  the  financing  of  the  project  can  be 
made  except  as  approved  by  the  Administrator. 

No  mortgage  will  be  insured  which  exceeds  the  Administrator's 
estimate  of  the  cost  of  the  physical  improvements,  so  that  in  the  mini- 
mum the  equity  must  represent  the  land  free  and  clear  and  all  the 
miscellaneous  costs  for  interest,  taxes,  and  insurance  during  con- 
struction, organization,  financing,  and  legal  expense,  and  so  forth. 

No  mortgage  will  be  insured  which  does  not  permit  a  drop  in  rental 
below  the  appraisal  estimates  of  at  least  20  percent  before  default 
on  the  mortgage  occurs. 

No  liens  secondary  to  the  insured  mortgage  are  permitted  and  no 
indebtedness  of  any  sort  may  be  incurred  by  the  corporation  except 
as  approved  by  the  Administrator. 

Kentals  must  be  established  in  accordance  with  a  schedule  ap- 
proved by  the  Administrator  as  being  proper,  and  no  other  charges 
for  service  to  the  tenants  may  be  made  without  the  Administrator's 
approval. 

No  dividends  may  be  paid  on  the  stock  of  the  owning  corporation 
except  as  approved  by  the  Administrator  and  only  after  all  operat- 
ing expense,  regular  interest,  and  amortization  charges  have  been 
paid,  and  after  reserves  for  working  capital,  for  repairs  and  replace- 
ments, and  for  at  least  one-half  year's  debt  service  have  been  estab- 
lished and  maintained.  Any  excess  earnings  above  the  dividends 
and  reserves  above  stated  must  be  paid  to  the  mortgagee  as  additional 
amortization  of  the  loan. 

No  salaries  may  be  paid  except  with  the  approval  of  the  Adminis- 
trator. 

The  corporation  is  required  to  maintain  the  property  in  a  satis- 
factory condition. 

The  corporation  must  at  all  times  permit  the  Administrator  to 
examine  its  property  and  records. 

The  books  of  the  corporation  must  be  kept  in  accordance  with  the 
system  of  accounts  prescribed  by  the  Admmistrator. 

The  corporation  must  furnish  the  Administrator  regular  reports 
and  audits  covering  its  operations. 

In  addition  to  these  regulations  which  prevail  during  the  entire 
period  in  which  the  mortgage-insurance  contract  is  in  force,  certain 
other  regulations  are  enforced  during  the  construction  period,  ag 
follows: 

Funds  representing  the  cash  equity  are  required  to  be  deposited 
by  the  owning  corporation  in  an  account  under  the  joint  control  of 
the  Administrator. 
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No  funds  may  be  paid  on  account  of  the  mortgage  loan  except  with 
the  approval  of  the  Administrator. 

Assurances  of  completion  in  the  form  of  construction  bond,  or 
otherwise  in  form  satisfactory  to  the  Administrator,  must  be  provided. 

The  above  regulations  are  made  effective  by  being  included  in 
the  charter  of  the  limited  dividend  owning  corporation  and  by 
granting  to  the  Administrator  shares  of  a  special  class  of  stock  which 
acquire  full  voting  rights  on  the  default  of  any  monetary  payment 
or  on  the  breach  of  any  of  the  above  charter  requirements.  Through 
an  xVclministration  representative  on  the  board  of  directors  of  the 
corporation  and  through  the  regular  reports  i-equired  to  be  furnished, 
ilie  Administrator  is  kept  informed  of  the  operations  of  the  corjx)- 
ration  and  maintains  an  effective  supervision  of  these  operations. 

In  the  event  of  any  such  default  or  breach,  the  Administrator  has 
the  right,  without  legal  recourse,  to  assume  control  of  the  corporation 
and  to  conduct  its  operations  himself  until  such  time  as  the  default 
or  breach  has  been  remedied  or  until  the  property  or  mortgage  has 
been  transferred  to  him  by  the  mortgagee.  Moreover,  in  case  the 
Administrator  does  come  into  actual  possession  of  the  property 
through  foreclosure,  he  may,  through  elimination  of  the  equity  and 
through  tlie  favorable  financing  terms  which  he  can  command,  rent 
the  property  at  a  figure  so  much  under  the  appraisal  estimates  as  to 
make  an  actual  loss  to  the  Government  an  extremely  remote  possi- 
bility. 

It  is  felt  that  these  safeguards  will  not  only  reduce  the  assumed 
additional  lending  hazard  arising  from  a  high  percentage  loan,  but 
should  in  fact  generally  improve  the  quality  of  the  mortgage  security 
on  income  residential  property  as  a  whole.  This  opinion  has  been 
concurred  in  by  lending  institutions  familiar  with  the  procedure,  and 
it  is  perhaps  more  effectively  indicated  by  the  increasing  competition 
among  lenders  for  these  loans.  It  may  be  noted  that  the  form  of 
this  competition  is  a  healthy  one  from  the  point  of  view  of  added 
Fafety,  taking,  as  it  does,  the  fonn  of  reduction  in  interest  rates  and 
financing  charges,  rather  than  that  of  offerings  of  higher  loans. 

The  administrative  problem  in  connection  with  operations  under 
this  section  of  the  act  has  been  to  provide,  within  the  restrictions 
above  outlined,  sufficient  flexibility  to  meet  the  manifold  complexi- 
ties of  real-estate  and  building  conditions,  to  act  with  the  maximum 
promptness  consistent  with  careful  examination,  and  to  involve, 
through  our  procedure,  as  little  delay  and  additional  cost  to  builders 
as  possible.  While  endeavoring  to  do  everjrthing  essential  to  de- 
termine the  safety  of  a  loan,  we  have,  in  the  interests  of  encouraging 
<»nstruction  and  keeping  down  administrative  expense,  eliminated 
all  procedures  except  those  necessary  to  protect  the  Government's 
position  as  insurer. 

Three  features  of  the  examining  procedure,  designed  not  only  to 
protect  the  Government  but  to  unprove  generally  the  quality  of 
rental  properties  as  good  housing  and  good  mortgage  security,  should 
he  noted.  These  features  are:  Housmg-market  analysis,  architec- 
tural consultation,  and  the  F.  H.  A.  appraisal  procedure. 

Since  the  basis  of  the  success  of  any  income  property  lies  in  the 
accuracy  of  the  income  estimates,  great  stress  has  been  placed  upon 
reaching  valid  determinations  of  this  factor;  and  the  Administra- 


137353—39- 


-21 


P 


I 


»r 


318  AMENDMENTS  OF  11)39  TO  NATIONAL  HOUSING  APT 

tion  is  constantly  endeavoring  to  improve  its  facilities  for  obtaining 
thoroughgoing  market  information.  In  each  zone  office  research  of- 
ficials  nave  been  placed  whose  sole  duty  it  is  to  study  the  economic 
backgrounds  of  the  cities  in  their  regions,  to  study  population  and 
income  trends,  to  check  vacancies,  and  otherwise  to  provide  a  true 
background  for  estimating  obtainable  rentals.  Studies  of  this  type 
have  been  extremely  helpful  to  the  Administration  in  establishing 
the  basis  of  examination  and  to  developers  in  aiding  them  in  select- 
ing the  type  of  project  for  submission. 

In  the  second  place,  emphasis  is  laid  upon  the  character  of  project 
planning.  It  is  considered  desirable  to  have  projects  constitute  self- 
contained  entities  of  sufficient  size  to  counteract  adverse  neighbor- 
hood influences  which  might  arise  during  the  economic  life  of  the 
project.  In  order  further  to  counteract  obsolescence,  it  is  required 
that  lower  population  densities  and  greater  amounts  of  park  and 
recreational  space  be  provided  than  are  customarily  established  un- 
der local  ordinances.  Care  is  taken  that  within  the  family  units  pro- 
vision is  made  for  privacy,  light,  and  ventilation.  Through  such 
means,  it  is  assured  that  tenant  families  will  have  amenities  at  least 
comparable  with  those  possible  in  detached  dwellings,  and  that  the 
property  will  continue  to  offer  attractive  living  accommodations  over 
a  long  period  of  years. 

The  F.  H.  A.  architectural  consultation  goes  beyond  these  con- 
siderations. It  includes  also  careful  scrutiny  of  specifications  to 
§rovide  that  the  proposed  structure  will  be  a  sound  and  durable  one. 
'ew  proposals  are  approved  that  do  not  include  many  added  condi- 
tions intended  to  assure  a  satisfactory  standard  of  construction. 

The  procedures  outlined  above  are  conducted  in  addition  to  the 
appraisal  process,  and  are  for  the  purpose  of  providing  a  basically 
satisfactory  security.  In  other  words,  no  proposal  is  accepted  for 
appraisal  which  does  not  serve  a  market  agreed  by  the  Administra- 
tor to  represent  a  real  housing  need  in  the  community,  and  which 
does  not  promise  a  building  which  will  provide  for  that  market  in  a 
satisfactory  waj. 

The  appraisal  process  itself  is  exhaustive  and  includes  in  it  the 
safeguards  of  using  several  methods  and  of  obtaining  several  inde- 
pendent judgments  in  matters  of  valuation.  Thus,  initial  examina- 
tions are  made  in  the  field  by  men  familiar  with  conditions  in  the 
locality  of  the  project.  These  findings  are  reviewed  in  a  zone  office 
and  a  complete  report  and  recommendations  forwarded  to  Washing- 
ton. In  the  Washington  office  all  details  of  the  appraisal  are  again 
checked  by  five  men  and  afterwards  passed  upon  by  a  board  of 
review  of  ^ve  men  es|)ecially  set  up  for  the  purpose. 

In  this  process  the  project  is  first  viewed  as  a  going  concern  operat- 
ing at  rentals  previously  determined  to  be  proper.  Operating  costs. 
taxes,  and  so  forth,  are  carefully  estimated.  In  every  case  it  is 
assumed  that  rentals  will  decline  over  an  estimated  economic  life  and 
provision  is  made  for  such  decline.  Allowance  is  also  made  for 
vacancies  and  for  depreciation.  From  such  studies  an  estimate  of 
the  value  of  the  project  as  a  capitalization  of  net  return  is  calculated. 
This  estimate  will  represent  a  maximum  of  valuation  acceptable  to 
the  Administration,  but  it  does  not  comprise  the  whole  of  the  determi- 
nations upon  which  the  final  conclusion  is  made. 
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For  instance,  where  comparable  projects  already  exist,  a  comparison 
with  the  values  of  those  projects  is  made.  In  addition,  in  every  case 
careful  estimates  of  building  costs  are  made  from  a  thorough  survey 
of  materials  and  labor  by  experienced  construction-cost  estimators. 
The  miscellaneous  costs,  such  as  interest,  insurance  and  taxes  during 
construction,  financing,  legal,  and  organization  expense  are  also  care- 
fully estimated. 

In  this  whole  process  the  determination  of  the  porti(m  of  the  total 
value  contributed  by  the  land  under  the  development  is  an  important 
and  critical  matter.  In  view  of  the  wording  of  the  act  requiring 
valuations  to  l>e  made  on  a  completed  and  going-concern  basis,  the 
cost  of  the  raw  land,  or  of  comparable  parcels  where  such  cost  is 
obtainable,  while  a  matter  for  consideration,  is  plainly  not  the  con- 
trolling factor.  In  fact,  such  cost  has  been,  in  the  case  of  our  opera- 
tions, rarely  obtainable,  or,  if  so,  rarely  has  it  given  a  proper  clue  to  a 
i-easonable  final  determination.  The  long  period  of  inactivity  in 
real  estate  preceding  the  establishment  of  this  Administration  and 
the  violent,  though  in  many  cases  temporary,  collapse  of  realty  prices 
resulting  from  that  inactivity  have  made  extremely  difficult,  if  not 
absolutely  unjust,  the  gaging  of  normal  values  by  comparison  with 
such  transfers  as  have  taken  place. 

Moreover,  in  many  cases  no  actual  change  in  the  ownershi])  of  land 
has  taken  place,  the  then  owners  taking  part  in  the  new  corporation. 
Frequently,  such  land  has  been  held  for  a  long  period  of  years  with- 
out any  sales  or  developments  which  might  give  a  bench  mark  of 
value  prior  to  tlie  new  project.  In  many  cases  the  value  arising  from 
important  public  improvements  in  the  form  of  highways,  sewers, 
transportation  lines,  and  so  forth,  en*  the  change  of  the  peniiissive 
land  use  in  the  neighborhood,  may  not  have  been  reflected  in  sales 
prior  to  such  occurrence.  It  is  an  accepted  fact  that  land  which 
may  have  lain  dormant  for  a  long  period  may,  with  the  possibility 
of  use  through  community  growth  or  public  improvements,  rapi<lly 
acquire  value.  Again,  land  which  may  be  of  little  value  for  one  use 
may  potentially  have  great  value  for  another. 

It  must  also  be  borne  in  mind  that  these  rental  projects  are  in 
most  cases  large  enough  to  result  in  the  creation  of  entire  commu- 
nities of  as  many  as  3,500  persons,  a  fact  that  cannot  be  ignored  in 
a  consideration  of  value.  Bringing  into  use,  as  they  may,  large 
tracts  of  undeveloped  land,  they  do  through  the  installation  of  roads, 
sewers,  schools,  and  other  public  improvements,  the  erection  of  shops 
and  community  facilities,  and  the  stimulation  of  construction  in 
surrounding  areas,  materially  affect  the  aspect  of  the  areas  in  which 
they  are  located  and  enhance  values  above  the  market  price  of  raw 
acreage  before  the  concept  of  the  project  had  been  revealed. 

It  is,  in  fact,  impossible  to  arrive  at  a  fair  and  proper  determina- 
tion of  land  value  without  taking  into  consideration  the  various  uses 
to  which  it  will  be  put,  and,  in  accordance  with  theories  accepted  by 
appraisal  authorities,  that  use  which  on  valid  market  data  promises 
the  maximum  return  from  development  will  be  the  determining  one 
in  arriving  at  a  valuation.  It  must  follow  that  in  considering  a 
definite  use,  such  as  a  housing  project,  the  returns  to  be  conserva- 
tively estimated  as  arising  fi'om  such  use  will  provide  a  reasonable 
basis  for  land-value  appraisal.    The  basis  of  valuation  called  for  by 
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the  act  ami  followeil  bv  the  Admiuistiatioii,  if  exeivised  with  caution 
aiui  in  face  of  all  obtainable  data,  is  theivfore  a  valid  one.  This 
ix)int  of  view  has  been  supported  by  all  previous  witnesses  who  have 
been  questional  on  the  subject,  Mr.  Bri^hani,  Mr.  Johnson,  and  Mr. 
Fahev. 

In  coniirniation  of  the  i-eality  of  the  concepts  above  outlined,  we 
have  had  exanif)les  where  projects  already  operating  have,  in  order 
to  expand  their  developments,  purchased  aaditional  adjacent  land 
at  prices  givatly  exceeding  valuations  made  in  connection  with  the 
original  project.  I  may  also  mention  a  refinancing  negotiation  now 
under  way  in  resj^ect  to  one  project  wherein  a  lending  institution 
seeks  the  loan  without  insurance  on  a  land-value  basis  twice  as  high 
as  we  allowed  in  the  original  appraisal. 

Recognizing,  however,  the  ditticulties  inheivnt  in  achieving  abso- 
lutely precise  judgment  in  such  mattei-s,  the  Administrator  has  intro- 
duced additional  precautions  in  establishing  the  maxinuun  amount  of 
an  insurable  mortgage.  Thus,  despite  whatever  final  valuation  may 
have  been  agreed  upon  as  reasonable,  no  mortgage  will  be  accepted 
for  insurance  which  exceeds  the  F.  H.  A.  estimate  of  the  cost  of  the 
physical  improvements,  as  has  been  previously  mentioned;  or  which 
does  not  at  least  have  an  eipiity  comprising  the  land,  fi-ee  and  clear 
of  other  incumbrances,  plus  cash  equity  sufficient  to  cover  all  miscel- 
laneous costs,  for  interest,  taxes,  and  insurance  during  construction; 
legal,  financial,  and  organization  expenses:  and  a  working-capital 
fund:  or  which  does  not,  also,  have  all  of  the  other  controls  outlined 
earlier  in  this  statement. 

In  addition  to  the  above  procedures,  eft'oit  is  made  to  assure  that 
the  pi*oject,  as  it  has  been  appraised  and  approved,  will  in  fact  be 
executed  in  accordance  with  the  terms  of  the  commitment.  Before 
construction  starts  a  schedule  of  payments  of  the  mortgage  proceeds 
is  cai*efully  determined  from  estimates  of  work  to  be  required  in 
relation  to  the  total  amount  of  the  mortgage.  Payments  are  made 
monthly  by  the  lending  institutions  as  the  work  proceeds  only  after 
the  amount  of  work  performed  as  well  as  its  compliance  with  plans, 
specifications,  and  F.  H.  A.  requirements  has  been  checked  by  resi- 
dent F.  H.  A.  insi)ectors.  This  practice,  except  in  its  greater  thor- 
oughness, is  not  dissimilar  from  that  whidi  has  long  been  followed 
by  careful  lending  institutions  in  connection  with  construction  loans. 

Recently  the  Avhole  procedure  above  described  was  submitted  for 
review  and  comment  to  a  conference  of  representatives  of  six  of  the 
country's  most  important  financial  institutions  which  have  been  the 
most  active  lenders  on  rental  projects,  and,  after  study,  was  strongly 
commended  by  them  as  offering  the  best  protection  in  the  private 
lending  field  which  had  thus  far  been  devised. 

Through  the  controls  established  by  law  and  regulati(m,  and 
through  the  procedure  established  for  examination,  appraisal,  con- 
struction inspection,  and  management  supervision,  the  Administra- 
tion feels  that  it  is  not  only  providing  a  reasonable  and  proper  protec- 
tion, as  insurer,  to  the  housing-insurance  fund  and  to  the  Govern- 
meiit,  but  that  it  is  performing  an  important  service  to  the  country 
in  providing  the  means  for  adding  to  the  soundness  of  mortgage 
lending  on  income  properties,  and  for  increasing  the  supply  of  at- 
tractive, convenient,  moderately  priced  rental  acconunodations  for 
families  which  otherwise  would  be  without  a  choice  of  living  (juar- 
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ters  of  a  degree  of  amenity  in  any  way  comparable  to  that  available 
to  the  homeowner. 

In  respect  to  operations  to  date  under  section  207,  it  may  l)e  noted 
that  the  average  amount  of  mortgage  j)er  room  insured  by  the  Ad- 
ministrator has  been  $1,004,  as  against  a  legal  limit  of  $1,350,  a  limit 
which  was  set  against  the  protests  of  builders  and  developers.  It 
may  also  be  noted  that  in  the  average  project  the  value  of  improved 
land  represents  only  10.4  percent  of  the  total  capitalization. 

We  liaA'e  insurance  outstanding  on  $71,194,500  worth  of  mortgages 
on  projects  as  of  January  31,  1939.  In  the  operating  period  during 
which  this  amount  of  insurance  was  accumulated,  we  examined  proj- 
ects totaling  in  proposed  mortgage  amounts  $743,819,654,  from  which 
we  have  been  able  to  consummate  only  a  small  percentage. 

Mr.  GiFFORD.  How  much? 

Mr.  CoLEAN.  $750,000,000  that  we  have  examined,  and  we  have  only 
found  a  little  over  $71,000,000  that  could  be  insured. 

Numerous  additional  proposals  were  rejected  during  the  course  of 
])i*eliminary  interviews.  Of  the  projects  completed  and  in  operation 
over  a  period  of  6  months  or  more,  many  have  obtained  occupancies 
of  100  percent,  a  great  majority  have  occupancies  of  90  percent  or  bet- 
ter, antl  there  are  none  which  do  not  appear  to  be  operating  success- 
fully. These  figures  are  cited  simply  as  evidence  of  the  fact  that  we 
have  been  endeavoring  to  follow^  a  conservative  policy  and  have  lim- 
ited our  insurance  to  those  proposals,  the  soundness  of  which  we 
were  thoroughly  convinced  after  exhaustive  examination. 

Mr.  GiFFORD.  I  should  like  to  ask  Mr.  McDonald  a  few  questions. 
I  want  to  take  up  with  you,  Mr.  McDonald,  one  or  two  phases  of  criti- 
cism, and  I  want  you  to  feel  comfortable  about  it.  A  year  ago  when 
this  thing  was  brought  up  I  protested  and  asked  many  questions  in 
revealing  my  worry  that  the  equity  in  these  large  loans  might  be  prac- 
tically nothing.  That  is,  they  could  put  in  high  land  values  by  means 
of  discounts  and  arrangements  with  contractors  and  subcontractors 
so  there  miglit  be  no  actual  money  put  up  by  the  promoters  for  that 
20  percent.  I  again  continued  with  that  sort  of  questioning  this  year. 
As  a  result  of  that  I  have  received  a  large  number  of  letters  and  clip- 
pings, as  you  will  see  on  my  desk,  relating  to  St.  Louis  mortgages. 
Now,  if  you  had  $750,000,000  in  applications  for  mortgage  insurance, 
and  you  have  approved  only  $71,000,000  worth  of  insurance,  can  you 
think  of  the  most  outstanding  reason  that  you  could  give  for  refusing 
those  applications.  What  I  am  getting  at  is,  were  the  proponents 
of  these  loans  simply  promoters  in  the  first  instance? 

Mr.  McDonald.  Mr.  Colean,  assistant  administrator,  directly 
handles  section  207,  and  he  is  more  familiar  than  I  am  with  th^ 
details  of  it,  but  I  do  know  from  the  tremendous  pressure  that  is  put 
on  me  constantly  that  promoters  with  visionary  plans  have  little 
difficulty  finding  someone  to  sponsor  them.  They  are  even  brought 
in  by  some  very  prominent  people  in  Washington,  who  approve 
their  projects,  some  of  which  have  reached  the  blue-print  stage,  and 
some  of  which  have  not.  It  do  not  think  we  have  as  many  of  these 
visionary  plans  presented  now,  but  at  first  it  looked  like  a  very 
attractive  field  for  promoters. 

Mr.  GiFFORD.  I  think  that  is  a  startling  statement,  that  you  have 
been  forced  to  refuse  so  many,  and  that  you  have  outstanding  only 
$71,000,000  of  such  insured  mortgages.    The  reason  I  wanted  to  a^ 
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you  about  the  St.  Louis  projects  is  to  use  them  simpl>;  as  an  il  hist  ra- 
tion of  your  procedure.  I  imagine  that  you  are  familiar  with  these 
St.  Louis  projects,  and  that  is  why  I  wanted  to  ask  you  about  them, 

Mr.  McDonald.  I  would  rather  have  you  ask  Mr.  Colean,  as  he 
could  give  you  specific  information  on  it,  being  more  familiar  with 
the  details. 

Mr.  GiFFORD.  You  came  from  St.  Louis,  did  you  not? 

Mr.  McDonald.  I  did ;  yes. 

Mr.  GiFFORD.  And  are  you  personally  acquainted  with  the  pro- 
moters of  those  two  projects  we  hear  so  much  about? 

Mr.  McDonald.  Yes,  sir;  I  know  the  architect  slightly. 

Mr.  GirroRD.  What  is  his  name? 

Mr.  McDonald.  Bradshaw,  I  believe. 

Mr.  GiFFORD.  Mr.  Bradshaw;  and  you  know  him  only  slightly? 
•  Mr.  McDonald.  Yes;  I  know  him  slightly. 

Mr.  GiFFORD.  Is  he  an  architect  or  a  promoter  ? 
■  Mr.  McDonald.  I  think  he  is  a  good  architect,  or  he  is  supix)sed 

to  be.  .        1  .  1     • 

Mr.  GiFFORD.  The  letters  I  have  received  on  this  subject  say  he  is 

more  of  a  promoter  than  he  is  an  architect. 

Mr.  McDonald.  He  has  planned  some  attractive  subdivisions  in 
St.  Louis.  I  do  not  know  where  you  draw  the  line  between  a 
promoter  and  an  architect,  but  he  has  built  some  beautiful  things- 
laid  out  some  fine  subdivisions  and  built  some  fine  apartment  build- 
ings. ^    ,  .  . 

Mr.  GiFFORD.  Was  he  coimected  with  some  of  those  projects  m 
St.  Louis  that  went  into  receivership? 

Mr.  McDonald.  Yes;  he  was  connected  with  some  of  those  that 
went  into  receivership. 

Mr.  GiFFORD.  I  also  notice  in  some  of  the  lettei-s  that  have  come 
to  me  that  some  of  these  promoters  are  getting  some  juicy  returns. 

Mr.  McDonald.  I  do  not  think  there  is  a  single  large  i-ental 
project  in  St.  Louis  that  has  not  gone  through  receivership  at  some 

time.  .       .  . 

Mr.  GiFFORD.  But  it  is  said  they  are  now  getting  juicy  i-eturns. 

Mr.  McDonald.  A  former  associate  of  mine  in  business  told  me  no 
less  than  6  weeks  ago  that  he  bought  in  $100,000  worth  of  a[)artments, 
and  that  they  wei-e  netting  him  15  percent  return. 

Mr.  GiFFORD.  Was  Mr.  Bradshaw  one  of  those  wlio  profited  in  these 

transactions?  . 

Mr.  McDonald.  I  do  not  know;  I  do  not  know  anything  about 

Mr.  Bradshaw's  pei-sonal  affairs. 

Mr.  GiFFORD.  You  do  not  ?  \  .  n 

Mr.  McDonald.  Xo;  but  I  do  know  when  this  project  was  fii-st 
brought  up  I  went  out  and  looked  at  the  site.  It  is  an  excellent  site, 
lies  beautifully  in  a  good  location,  on  a  big  knoll,  back  from  two 
main  highways.  While  a  great  deal  of  talk  has  been  going  on  about 
the  price  of  the  land,  nobody  seems  to  question  the  fact  at  all  that 
the  contractor  had  to  spend  about  $45,000  in  bringing  in  light,  sewer, 
and  water  improvements  to  the  project.  As  I  say,  I  went  out  and 
looked  at  this  property,  and  it  is  on  a  wonderful  site.  The  nuui 
who  showed  it  to  me,  the  original  promoter,  Mr.  ?£.  E.  Singleton,  is 
now  dead. 
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Mr.  GiFFORD.  You  do  not  consider  Mr.  Bradshaw  and  Mr.  Deal  the 
sponsors  at  the  present  time  ? 

Mr.  McDonald.  Yes,  sir;  I  think  they  are  the  sponsors  now;  but 
the  original  sponsor  was  a  man  named  M.  E.  Singletwi,  a  very  well- 
known  and  capable  man. 

Mr.  GiFFORD.  I  want  to  get  the  picture  of  tlie  promoters  and  know 
something  about  them. 

Mr.  McDonald.  This  project  was  originally  promoted  by  a  man 
named  M.  E.  Singleton,  who  was  one  of  the  oustanding  citizeiis  of 
St  Louis,  a  man  worth  several  millions  of  dollars.  He  was  picked 
out  during  the  war  to  be  head  of  the  Ordnance  Division  of  the 
United  States  Government  in  the  St.  Louis  section,  and  he  handled 
many  millions  of  dollars  in  ordnance  contracts  during  the  war  with 
the  greatest  credit  and  honor  to  himself  and  at  no  salary  whatever. 

Mr.  GiFFORD.  But  the  fact  is  that  Bradshaw  and  Deal  are  the 
promoters  now? 

Mr.  McDonald.  Yes;  I  think  they  are  the  owners  of  the  project,  as 
far  as  I  know. 

Mr.  GiFFORD.  That  means  the  promoters,  does  it  not? 

Mr.  McDonald.  I  suppose  so.  i 

Mr.  GiFFORD.  And  they  formed  the  corporation,  did  they  not  ? 

Mr.  McDonald.  Yes. 

Mr.  GiFFORD.  Was  Mr.  Bradshaw  connected  with  the  Coronado 
Hotel? 

Mr.  McDonald.  Yes,  sir;  I  am  told  he  was  connected  with  it,  but 
I  do  not  know. 

Mr.  GiFFORD.  I  want  it  to  appear  in  the  record  that  he  is  said  to 
receive  a  $9,000  salary  now  for  acting  as  some  sort  of  a  manager  for 
that  hotel.  He  must  be  a  very  able  and  brilliant  man  in  order  to  be 
engaged  in  so  many  matters  and  he  might  appeal  to  you,  possibly, 
its  being  a  very  capable  person  as  a  promoter.  It  would  appear  that 
way. 

Mr.  McDonald.  That  had  no  particular  bearing  upon  our  judg- 
ment in  this  particular  matter. 

Mr.  GiFFORD.  Does  not  the  promoter  himself  have  a  great  deal  of 
bearing  on  a  project  and  its  probability  of  success?  That  is  the 
point  I  am  trying  to  bring  out,  that  Deal  and  Bradshaw  formed  the 
corporation,  and  they  put  nearly  all  of  the  stock  into  the  hands  of 
clerks  and  stenographers. 

Mr.  McDonald.  I  do  not  know  anything  about  that. 

Mr.  GiFFORD.  I  am  asking  if  there  is  any  significance  in  that  to 


you 


Mr.  McDonald.  There  may  be,  but  to  me- 


Mr.  GiFFORD  (interposing).  Would  it  influence  you  in  your  insur- 
ing the  loan  if  you  knew  that? 

Mr.  McDonald.  I  think  we  passed  upon  the  insurance  of  the  loan 
long  before  the  stock  was  issued.  How  they  issued  the  stock,  and  in 
what  denominations  it  was  issued  or  authorized  to  be  issued,  or 
whether  they  issued  it  to  themselves,  to  their  sisters,  uncles,  or  sons, 
I  do  not  think  is  a  matter  of  our  particular  business. 

Mr.  GiFFORD.  Apparently  the  clerks  there,  these  young  ladies  in 
the  office  held  the  stock. 

Mr.  McDonald.  I  think  lots  of  times  a  man  owns  property  in  his 

ife's  name.    I  think  that  is  a  rather  common  practice. 


wi 


FT 
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Mr.  G.m«D.  You  do  not  see  any  signific'^n^e  m  that  ?  ^ 

Mr.  McDoKALo,  I  do  not  see  any^   ^o  you  t^^  that 

tiotbe^jrtheKT;^"!^}^^  ^^^^^^^^  1 

L  ^i^3yts4tyL-H^^^^^^^^^^  ^  -» 

""U'^McDoNALD.  Oftentimes  it  is  done  because  tax  mattei-s  ai-e  in- 
Tolved  and  Cne^  people  are  guided  by  the.r  attorneys  m  reto- 
I^il  to  tax  matters.  I  notice  a  great  deal  of  «>gpfi^*"5%lr  ,X 
placed  on  the  fact  that  this  property  was  accumulated  m  the  name 

of  a  "blind"  person. 

Mr   M^-A.^'Th^ pn^perty  was  accumulated  in  the  name  of 
what  is  calSd  ^'blind"^peS.nf   That  is,  title  to  the  property  was 

"''^Tt^oZ  I'l^rl^iJii^yTng  th^ts  an,.hing  wrong  about  th.t. 

'  "b-^Stc^Ky  own  doubts  expressed  a  y--go^bo..  p^, 
moter's  write-ups  and  demands  for  c»™™]««i»n«  *™"i  ?"SS^S 
and  othei's  for  granting  contracts,  let  us  explore  the  St.  Louis  projects 

*' Mr'^Colean  here  has  made  a  plausible  statement  about  the  method 
of  deiern.ination  of  the  value  of  land.  But  you  »TT"'t.  inK^JS? 
knd  is  bought  at  $35,000.  and  is  immediately  marked  up  to  $171,000, 
it ;« finite  a  shock  to  the  uninitiated,  is  it  not?  ,      ,    ^    hi 

m2.  MolC^i-D.  One  hundred  seventy-one  thousand  what,  Mr. 
ftifford.  dollai-s  or  stock  in  that  amount  ?  ,  ■    ti,„ 

Mr  Gim)RD  As  I  have  it  it  discloses  that  revenue  stamps  m  the 
«nfo  int  ofS^  were  first  put  on  the  deed.  That  is  a  common  practice 
tTpuf on  SeXnue  sLmps  than  needed,  in  order  to  make  people 
think  vou  paid  more  money  for  the  land  than  you  did. 

Mr  McDonald.  I  am  told  they  put  up  stock,  and  under  the  laws 
of  M^s^uri  Ae  stock  has  to  be  put  in  at  a  certain  valuation  per  share. 

Mr.^"FP0RD.  Yes;  but  putting  it  in  for  mortgage  value  it  was 

accented  for  $171,000,  of  course.  ,  ,     .       ,    .  ^  i.- 

"  M?  CoSa  *.  I  can  tell  you  what  happened  dunng  that  tran^ction 
Mr  GiFFORD.  I  thought  you  were  familiar  with  the  situation  in 
St  Louis  and  that  I  would  like  to  have  your  opimon  because  we 
have  two  'caL  in  St.  Louis  of  that  kind.  The  other  one  was  a^case 
where  they  bought  the  land  for  something  like  $73,000  and  they  put 
it  in  for  $300,000.  This  involved  the  same  people  on  both  pr?)ects.  1 
would  like  to  have  you  tell  me  what  you  think  about  that,  Mi. 

**£!Md6oNAU>.  If  they  put  it  in  fo\ $?00,OW  cadi  I  wo^d  sa^ 
it  would  be  questionable.  But  if  they  put  it  in  for  $300,000  of  stock 
in  a  corpration  that  has  yet  to  prove  its  eanung  power,  that  is  some- 

''^Mr.So^'  They  put  it  in  to  account  for  the  20  i^ercent  of  the 

mortgage,  of  course. 

Mr.  McDonald.  Part  of  it.  xm.^*^ 

Mr.  GirroBD.  But  they  put  it  in  to  make  up  the-  20  percent     Wh«t 

would  be  a  fair  amount  to  allow  for  an  architect's  fee  on  a  $2,000,000 

proposition  ? 
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Mr.  CoLEAN.  Six  percent  would  be  fair,  but  4  percent  was  charged 
on  this  one. 

Mr.  GiFFORD.  How  much  would  the  architect  charge  on  a  $2,000,000 
proposition  ? 

Mr.  CoLEAN.  On  this  job  he  got  4  percent  in  stock. 

Mr.  GiFFORD.  Four  percent  ? 

Mr.  CoLEAN.  Yes;  that  would  be  4  percent  of  the  construction  cost, 
which  was  about  $1,700,000. 

Mr.  GiFFORD.  He  being  the  architect,  of  course,  he  could  put  that  in. 

Mr.  GoLEAN.  But  he  had  to  pay  for  his  work,  and  he  did  not  get 
any  cash  at  all.    It  costs  an  architect  something  to  produce  his  plans. 

Mr.  GiFFORD.  I  wonder,  Mr.  McDonald,  if  4  percent  was  the  limit 
of  his  charge.     Surely  the  architect  gets  more  than  that. 

The  Chairman.  The  gentleman  stated  6  percent  would  be  a  reason- 
able charge,  and  in  this  case  it  was  only  4  percent. 

Mr.  McDonald.  It  costs  an  architect  quite  a  little  bit  to  do  busi- 
ness, and  it  is  estimated  half  of  the  fee  is  overhead  expense. 

Mr.  GiFFORD.  In  general  would  you  consider  an  architect  and  a  con- 
tractor proper  copromoters  for  a  inatter  of  this  kind  ? 

Mr.  McDonald.  I  have  discussed  that  with  Mr.  Colean  many  tiiAes 
in  the  last  year  and  he  is  convinced,  as  he  will  tell  you,  if  you  ask 
him,  that,  notw^ithstanding  the  various  openings  tliat  you  leave  for 
an  architect,  using  such  services  is  the  cheapest  way  to  build  a  build- 
ing. We  place  a  total  valuation  on  the  project  and  we  hold  the  cor- 
poration to  a  limited  dividend  under  F.  H.  A.  rules  and  requirements, 
so  that  we  have  in  effect  control  over  any  money  that  comes  out  of 
that  project. 

Mr.  GiFFORD.  Mr.  McDoneld,  I  ask  you  that  question,  because  so 
many  of  these  things  have  come  to  me.  Were  these  projects  approved 
by  your  regional  office? 

Mr.  McDonald.  I  do  not  think  we  had  a  regional  office  at  that 
time,  did  we? 

Mr.  CoLEAN.  These  projects  were  first  presented  to  us  2  years  ago. 
No,  sir ;  we  did  not  have  regional  offices  at  that  time. 

Mr.  GiFFORD.  That  was  before  you  had  a  regional  office  out  there? 

Mr.  CoLEAN.  That  is  correct. 

Mr.  GiFFORD.  You  usually  would  appraise  through  them? 

Mr.  McDonald.  They  do  now.  Now  they  fii-st  come  to  tlie  regional 
office. 

Mr.  GiFFORD.  It  comes  to  me  that  inquiries  about  the.  regional  office 
were  made  at  that  time,  and  they  said  they  were  moving  about  that 
time. 

Mr.  CoLBAN.  They  had  not  been  created  at  that  time. 

Mr.  GiFFORD.  As  we  proceed  into  it,  we  find  that  much  complaint  is 
made  about  the  rezoning  of  this  section  and  that  questionable  tactics 
were  indulged  in.    Do  you  know  anything  about  that? 

Mr.  McDonald.  I  would  not  know  anything  about  that.  I  am 
not  in  a  position  to  answer  that  question. 

Mr.  GiFFORD.  And  you  certainly  would  not  be  to  blame  for  that. 

Mr.  McDonald.  As  I  recall  it,  one  feature  of  the  project  that  we 
insisted  upon  was  that  provision  of  a  school  be  guaranteed  to  us. 

Mr.  GiFFORD.  I  have  a  letter  criticizing  the  way  in  which  that 
property  w^as  rezoned. 
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Mr.  Ford.  That  would  be  a  matter  for  the  local  city  council  at  any 

rate 

Mr.  McDonald.  This  is  not  in  the  city  of  St.  Louis,  Mr.  Ford. 

Mr.  GiFFORD.  Then  the  real  estate  men's  orjranizations  are  protest- 
ing very  strongly  hoping  that  they  might  stop  the  second  P^'^ject. 
You  say  most  of  these  apartments  are  filled.  In  St.  Louis  the  hrst 
project Vas  finished  months  ago.    How  many  occupants  are  there  ni 

It  at  the  present  time?  ,    ., ,.  i    • 

Mr.  CoLEAN.  We  just  recently  accepted  the  buildnig  as  being  a 
substantially  completed  building— only  2  weeks  ago.  Part  of  the 
project  was  finished  along  toward  the  end  of  September,  and  they 
were  willing  to  accept  occupancy  then;  but  the  property  was  in  yery 
bad  shape,  and  tenants  had  to  go  oyer  construction  roads  to  get  there, 
and  so  forth,  and  besides  they  had  missed  the  rental  season,  so  that 
they  got  yery  little  occupancy  in  the  building.     The  project  is  now 

completely  finished. 

Mr.  GiFFORD.  But  the  fact  is  these  people  have  sent  these  letters 
saying  that  only  35  out  of  150  apartments  were  occupied. 

Mr.  McDonald.  That  is  about  half  true. 

Mr.  GiFFORD.  About  half  true? 

Mr.  McDonald.  Yes. 

Mr.  GiFFORD.  We  are  told  that  the  plumber  and  subcontmctor  was 
also  the  city  inspector,  who  approved  the  work  himself.  Was  that 
brought  to  your  attention? 

Mr.  McDonald.  That  might  be  true.  I  do  not  know,  but  I  do  not 
think  it  would  be  particularly  significant.  ^ 

Mr.  GiFFORD.  You  do  not  think  it  would  be  pai-ticularly  significant? 

Mr.  McDonald.  Not  in  this  particular  case,  because  it  is  a  little 
village,  and  we  have  our  own  inspectors  who  are  rigid  in  inspections 
and  yery  competent.  In  this  little  village  the  plumber  may  also  be 
mayor,  and  for  all  I  know  he  may  be  also  a  lieutenant  colonel. 

Mr.  GiFFORD.  He  was  paid  by  the  city  to  approve  his  ow^n  work. 

Mr.  McDonald.  But  F.  H.  A.  has  inspectoi-s  on  these  jobs  who 
are  rigid  inspectors,  and  we  very  carefully  pick  them. 

Mr.  GiFFORD.  I  have  statements  here  about  the  agent  who  was 
supposed  to  approve  the  electrical  work.  When  he  did  not  approve 
it  he  was  discliarged,  and  they  put  the  man  under  him  in  charge. 
He  gets  half  of  the  fee  for  approving  that  work,  and  it  is  claimed 
he  paid  the  promoters  one-half  of  that.  It  is  supposed  that  general 
contractors  often  receive  from  their  subcontractors  commissions  or 
kick-backs.  It  seems  that  the  promoters  being  the  architects  and 
contractor  might  force  subcontractoi-s  to  join  in  furnishing  a  part 
of  the  equity  and  make  high  original  estimates.  I  have  a  letter  here 
stating  that  a  subcontractor  had  to  sign  letters  approving  this 
project.  He  probably  felt  forced  to  do  so,  as  before  stated.  I  know 
it  is  often  supposed  that  the  subcontractors  are  compelled  to  kick  in 
a  part  of  their  profit,  and  make  high  estimates  accordingly.  They 
help  to  make  up  the  20-percent  equity  probably  to  enable  them  to 

get  the  job.  i        j         ^ 

These  projects  have  caused  the  St.  Louis  real  estate  boards  and 
other  organizations  much  concern.  I  am  under  the  impression  that 
St.  Louis  has  a  tremendous  number  of  vacant  places  for  rent,  and 
that  this  property  was  not  needed.  I  cannot  come  to  any  other  con- 
clusion from  the  mass  of  evidence  that  I  have. 
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1  want  to  congratulate  you  in  this  respect:  That  is,  you  wei-e  given 
the  job  to  get  this  housing  proposition  going  in  a  hurry.  It  was 
the  thing  to  pull  the  countrj^  out  of  the  depression.  But  you  have 
been  showing  $71,000,000  of  insured  mortgages  to  date  on  new  con- 
struction. I  want  to  congratulate  you  for  doing  your  best.  I  ask 
you  plainly  after  your  experience,  is  it  not  very  difficult  to  protect 
the  Government  against  the  wiles  of  promoters  ? 

Mr.  McDoNAM).  It  is  the  most  difficult  job  I  have  ever  had. 

Mr.  GiFFORD.  I  predicted  this  a  year  ago.  My  sympathy  goes  out 
to  you,  really.  I  do  not  claim  it  could  be  clone  any  better.  I  do  claim 
that  results  are  about  as  predicted. 

Mr.  Spence.  Did  you  ever  build  a  house  ? 

Mr.  GiFFORD.  Yes,  sir. 

Mr.  Spence.  And  you  have  had  a  lot  of  trouble  protecti/.^  yourself 
there,  too,  have  you  not? 

Mr.  GiFFORD.  Yes;  I  am  not  a  builder,  and  contractors  have  me  at 
their  mercy. 

Mr.  Ford.  You  would  be  if  you  had  any  considerable  experience 
in  building. 

Mr.  GiFFORD.  If  Mr.  Ford  w  ants  to  test  me  on  that  I  will  say  that 
I  own  much  vacant  land.  I  am  indeed  land-poor.  I  might  be 
tempted  to  go  into  this  scheme  if  I  could  get  a  kick-back  from  the 
contractors,  and  have  my  own  plumber  and  electrician  inspect  the 
work. 

Mr.  McDonald.  I  would  appreciate  it,  Mr.  Gifford,  if  you  would 
let  Mr.  Colean  give  you  a  few  points  on  that  that  I  did  not  develop, 
if  you  would  be  good  enough  to  hear  him. 

Mr.  GiFFORD.  I  do  not  want  to  bother  Mr.  Colean  at  all.  He  came 
to  me  and  talked  with  me  about  it.  I  am  very  familiar  with  it,  and  I 
know  he  is  doing  the  very  best  he  can  under  the  circumstances. 

Mr.  Ford.  I  would  like  to  make  one  observation  regarding  this,  and 
that  is  the  regional  office  had  never  seen  it  at  all.  As  a  matter  of  fact, 
there  was  no  regional  office  in  existence  at  the  time  this  thing  was 
initiated.  That  is  the  fact  insofar  as  the  regional  office  is  concerned, 
and  I  would  not  be  surprised  if  you  checked  back  on  each  one  of  those 
charges,  one  on  top  of  the  other,  you  would  find  the  same  weak 
bottom,  the  same  lack  of  foundation,  as  to  every  one  of  them. 

Mr.  GiFFORD.  There  is  nothing  to  this  at  all,  is  there  Mr.  Ford? 

Mr.  McDonald.  They  give  no  effect  to  the  $5,000  option  or  to  the 
$45,000  that  was  spent  to  bring  in  water,  sewer,  and  li^t  to  the  prop- 
erty, and  they  talk  about  women  taking  title  to  the  property  in  that 
case.  That  is  nothing  unusual  in  this  country.  Women  took  title 
to  the  building  in  which  the  newspaper  that  published  that  article  is 
located. 

Mr.  Ford.  Whenever  the  property  was  valued,  regardless  of  the 
time,  if  it  had  not  shown  the  capacity  to  pay  out,  would  yoii  have 
insured  it? 

Mr.  McDonald.  No,  sir;  never  in  the  world.  The  sponsors  also  had 
$125,000  casli  that  they  put  in  the  bank,  subject  to  my  check,  and  the 
New  York  Life  Insurance  Co.,  with  others,  made  appraisals  inde- 
pendently at  different  times  which  checked  within  $12,000  of  ours, 
which  is  pretty  close  on  a  $1,750,000  proposition. 

Mr.  Spence.  Yesterday  we  were  discussing  the  question  of  broker- 
age fees? 
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Mr.  McDonald.  Yes,  sir. 

Mr.  Spence.  I  think  that  is  material,  because  I  think  that  may 
develop  into  a  racket.  I  notice  in  your  regulations  which  appeared  in 
the  Federal  Register  of  February  1938,  section  4,  item  12,  you  say : 

In  addition  to  the  cliarges  hereinbefore  mentioned,  the  mortgagee  may  collect 
from  the  mortgagor  only  recording  fees  and  such  appraisal  fees  and  cost  of  title 
search  as  are  approved  by  the  Administrator.  Nething  in  this  and  the  preceding 
subsection  shall  be  construed  as  prohibiting  the  mortgagor  from  dealing  through 
a  broker,  who  does  not  represent  the  mortgagee,  if  he  prefers  to  do  so,  and 
paying  the  broker  such  compensation  as  is  satisfactory  to  the  mortgagor. 

Is  that  rule  still  in  force  and  effect? 

Mr.  McDonald.  Yes;  and  I  think  that  is  just  an  ordinary  rule  of 
life,  Mr.  Spence.  I  do  not  see  how  you  are  going  to  stop  a  man  if  he 
feels  he  would  like  to  get  advice  or  help  from  somebody,  and  he  wants 
to  go  to  a  man  who  puts  up  a  sign  saying,  "Real  Estate  Loans  aiwi 
Mortgages,"  and  says,  "Can  you  get  me  a  loan  on  my  house?"  and  the 
broker  takes  him  down  to  the  bank  and  introduces  him  to  the  bank, 
and  then  charges  him  for  it. 

Mr.  Spence.  I  do  not  believe  you  could  prevent  him  from  doing  so, 
but  is  not  that  policy  an  invitation  to  the  broker  to  make  a  brokerage 
charge  ? 

Mr.  McDonald.  I  do  not  think  it  is  an  invitation;  but  I  think  a 
person  is  very  silly  to  pay  a  broker  any  commission  for  getting  a 
loan  on  his  house,  when  banks,  insurance  companies,  and  building  and 
loan  associations  are  advertising  everywhere — "loan,  loans." 

Mr.  Spence.  That  is  true,  but  there  are  always  gullible  people. 

Mr.  McDonald.  Yes;  I  heard  of  a  fellow  who  bought  the  Wash- 
ington Monument  the  other  day. 

Mr.  Spence.  There  are  others  avIio  are  willing  to  buy  the  Wash- 
ington Monument  and  the  Brooklyn  Bridge. 

Mr.  McDonald.  If  you  make  it  more  rigid  it  would  be  entirely  sat- 
isfactory to  me;  but  I  do  not  see  how  you  can  penalize  a  bank  by 
saying  its  insurance  will  be  invalid  if  it  is  disclosed  that  somebody 
had  to  pay  a  brokerage  fee  to  get  a  loan. 

Mr.  OPENCB.  I  do  not  object  to  a  man  getting  reasonable  fees  but  I 
just  thought  that  this  might  develop  into  a  racket,  and  has  probably 
in  some  way.  You  probablj^  know  more  about  that  than  I  do,  but  it 
seems  to  me  that  the  door  is  open  to  make  it  a  racket. 

Mr.  McDonald.  I  made  some  investigations  before  I  came  here, 
because  I  wanted  to  be  sure  and  checked  up  on  how  much  of  that 
practice  was  in  vogue,  I  find  there  is  very  little  of  it.  It  is  dying  out 
rather  than  increasing. 

Mr.  Spence.  Mr.  McDonald,  have  you  stated  the  proportion  of 
business  you  have  done  with  the  mutual  savings  banks  and  the  build- 
ing associations  and  the  commercial  banks?  If  you  have  not  stated 
that  I  wish  you  would  put  that  in  the  record. 

Mr.  McDonald.  Yes ;  it  is  in  the  record  now. 

Mr.  Spence.  That  is  all. 

Mr.  Williams.  I  want  to  ask  Mr.  Colean  a  question.  I  understand 
there  were  $71,000,000  of  acceptances  on  these  projects  and  there  has 
been  a  refinancing  on  one  of  them  ? 

Mr.  Colean.  In  two  of  them. 

Mr.  Williams.  Tliat  is  due  to  what  cause  ? 


Mr.  Colean.  The  fact  that  the  owners  got  better  propositions  than 
we  were  willing  to  give  them. 

;  Mr.  WiLUAMS.  It  was  not  due  to  their  being  in  what  you  might 
call  deep  water,  or  a  mistake  having  been  made  in  having  granted  the 

loan?  ^         .       . 

Mr.  Colean.  No;  I  do  not  think  they  could  get  any  refinancing  m 

cases  of  that  type. 

Mr.  Crawford.  Mr.  Chairman,  I  would  like  to  ask  Mr.  McDonald 
one  or  two  questions,  and  may  we  insert  in  the  record  at  this  point 
the  letter  that  Dr.  Fisher  wrote  to  me  in  answer  to  the  questions  I 
asked  him  yesterday? 

The  Chairman.  Yes.  *  "^^^^r  n.. 

(Tlie  lett^^r  referred  to  is  as  follows:) 

V.  FEDFmAL  Housing  Administration, 

■'  Washingtofi,  D.  C,  March  15,  19S9, 

Hon.  Fred  L.  CRAWFt>RD. 

Houfse  of  Representatives,  Wa^hhtgton,  D.  C. 

Dear  Congressman  Crawford:  The  following  are  the  figures  which  you  re- 
quested this  morning  at  the  hearings : 

During  the  year  1937,  building  permits  were  issued  in  the  District  of  Columbia 
metropolitan  area  for  the  construction  of  5,134  one-  and  two-family  dwellings. 
During  that  year  the  Federal  Housing  Administration  accepted  for  insurance 
718  mortgages  under  section  203,  of  which  514  were  on  new  homes. 

During  the  vear  1938  building  permits  were  issued  for  the  construction  of 
6,140  one-  and 'two-family  dwellings.  The  Federal  Housing  Administration  ac- 
cepted for  insurance  1,414  of  which  1,189  were  on  new  homes. 

One  of  the  explanatitais  for  the  relatively  smaller  proportion  of  new  homes 
which  our  business  represented  during  the  year  1937  is  that  we  made  a  very 
careful  survey  in  the  spring  of  1937  of  the  building  situation,  and  became 
concerned  about  the  amount  of  building  of  new  homes  that  was  taking  place 
in  higher-price  ranges,  particularly  homes  that  were  ( ffered  for  sale  at  above 

$7,5(10. 

As  a  result  of  this  survey,  we  restricted  very  severely  our  oi)erations  in  the 
price  ranges  above  $7,500.  Duruig  1938,  partly  as  a  result,  we  believe,  building 
of  fjingle-family  homes  occurred  more  largely  in  the  lower  ranges. 

We  are  glad  to  furnish  this  information  to  you,  and  will  be  glad  to  have  you 
include  it  in  the  record  if  you  wish  to  do  so. 

Very  truly  yours, 

Erxkst  M.  Fishkr,  EcuHomie  Advifar. 

Mr.  Crawford.  I  have  a  sheet  here  published  by  the  Glen  Cove, 
Md.,  suburban  development,  J.  K.  Hendrickson,  illustrated  in 
this  manner,  showing  the  type  of  homes  which  lie  has  constructed. 
I  understand  these  run  in  size  18  feet  by  23  feet  4  inches.  It  shows 
them  to  be  F.  H.  A.  homes,  10  percent  down,  and  25-year  payments 
with  5-percent  interest.  I  made  some  calculations  to  try  to  find  out 
what  type  of  wage  earner  or  salaried  man  sliould  live  in  these  small 
homes.  On  the  basis  of  25  yearly  payments  I  calculate  that  on  the 
$5,400  homes  one  would  have  to  pay  $14,137  for  housing,  which  does 
not  include  the  heat.  Over  a  25-year  period  he  would  earn  about 
$31,250,  at  $1,250  per  annum,  and  his  housing  would  cost  him,  with 
heat,  a  total  of  $17,887,  or  $716  a  year,  and  would  leave  him  $534 
per  annum  out  of  a  total  of  $1,250  earned  per  annum  with  which  to 
buy  things  other  than  housing. 

Now,  moving  that  up  to  tne  man  who  earns  $1,500  per  ye^ir,  I 
find  that  he  will  have  only  $65  per  month  for  living  expenses  other 
than  housing,  and  that  he  will  be  paying  $60  a  month  for  his  house. 
\\nien  we  moA'e  up  to  a  man  drawing  $1,800  per  year  he  is  paying 
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40  pei*cent  of  his  income  for  a  house,  and  when  we  get  up  to  the  man 
drawing  $2,000  a  year  he  is  paying  36  percent  of  his  mcome  for  a 
liouse.  So,  I  find  that  I  have  to  move  into  the  gioup  where  a  man 
earns  $2,880  per  year  on  the  basis  of  payment  in  25  years  in  order 
to  come  witliin  the  general  rule  of  spending  not  in  excess  of  25  per- 
cent of  income  for  housing. 

Mr.  McDonald.  That  is  20  percent  with  us. 

Mr.  CRA^v^ORD.  You  referred  to  20  percent  in  your  statement  here. 

Mr.  McDonald.  Yes,  sir. 

Mr.  Crawford.  Then  I  took  your  clip  sheets  and  went  through 
those — ^took  them  just  as  they  came.  Out  of  35  homes  advertised 
and  sponsored  as  these  are  advertised  and  sponsored  I  find  that  the 
average  insured  mortgage  is  $4,883,  which  comes  back  almost  exactly 
to  this  proposition.  I  found  that  in  that  list  of  35  homes,  with  15 
States  represented,  taken  from  the  clip  sheets,  there  are  18  of  them 
under  $6,000  valuation,  and  there  are  17  of  them  over  $6,000.  The 
reason  I  make  this  presentation  is  to  ask  you  if  you  know  of  any 
practical  way  on  earth  that  the  building  industry  under  the  F.  H.  A., 
or  in  any  other  manner,  can  get  the  cost  of  houses  down  to  a  point 
north  of  the  Ohio  River,  we  will  say,  including  New  York,  Pennsyl- 
vania, Michigan,  Ohio,  Indiana,  Wisconsin,  and  Minnesota,  where  a 
man  drawing  from  $1,500  to  $2,000  per  year,  wages  or  salary,  can 
ever  own  a  home,  operating  within  the  F.  H.  A.  program  as  it  is  now 
being  conducted  ? 

Mr.  McDonald.  The  best  way  to  do  it  is  to  buy  existing  houses. 

Mr.  Crawtord.  Is  there  any  other  way  he  can  do  it? 

Mr.  McDonald.  Not  to  any  large  extent  at  the  present  moment^ 
but  it  may  develop.  Existing  construction  occupies  the  same  {X)si- 
tion  in  the  housing  field  today  as  a  second-hand  car  does  in  the  auto- 
mobile field,  and  gives  more  value  for  less  mone3\  However,  we  have 
developed  something  that  may  be  of  interest  to  you  and  to  the  rest 
of  you  gentlemen.  I  do  not  know  how  far  the  plan  will  go.  That  is 
our  Fort  Wayne  project.  I  do  not  know  whether  you  have  heard  of 
them  at  all  or  not.  We  have  insured  a  mortgage  on  a  project  in  Fort 
Wayne,  Ind.,  that  is  unique  and  unusual,  under  section  207,  with  the 
aid  of  the  municipal  housing  authority  in  Fort  Wayne,  in  which  a 
man  is  able  to  get  a  very  comfortable  house  at  the  rate  of  $2.50  a 
week. 

Mr.  Spence.  Was  that  built  with  relief  labor? 

Mr.  McDonald.  Yes;  that  was  built  with  relief  labor,  but  they 
could  be  built  with  any  other  kind  of  labor.  The  houses  are  pre- 
fabricated, and  they  are  built  out  of  composition  material  and  erected 
on  the  job.  The  material  in  them  cost  about  $700,  and  the  overhead 
about  $200.  Wliile  it  is  true  these  were  built  with  relief  labor,  as  I 
say,  they  could  be  built  with  regular  labor.  How  much  labor  would 
we  have  to  add  in  i^  we  did  that? 

Mr.  Watson.  That  was  on  decreasing  amounts.  It  started  ap- 
proximately at  $900,  and  when  we  got  40  or  50  houses  completed  it 
was  down  to  a  little  over  $500. 

Mr.  McDonald.  That  would  make  the  houses  cost  around  $1,400 
or  $1,500 ;  but  it  is,  of  course,  a  small  house. 

Mr.  Crawford.  I  took  the  time  to  see  the  movie  of  that  operation 
which  was  given  over  in  the  House  Office  Building  and  discussed  the 
possible  price  with  the  men  who  were  in  charge  with  the  presentation 


of  it.  Now,  as  Members  of  Congress  we  have  labor  unions  who  put 
thumbs  down  on  that  kind  of  an  operation.  Let  me  ask  you  this 
question:  Unless  technological  improvements  and  advancement  are 
brought  into  the  building  of  houses  or  a  plan  along  the  lines,  we 
will  say,  roughly,  of  the  Fort  Wayne  plan  is  brought  out,  do  you 
know  of  anything  at  the  present  time  on  the  horizon  which  will  i^er- 
mit  people  drawing  $1,800  or  less  per  annum  being  able  to  qualify  on 
new  homes  under  the  F.  H.  A.  plan? 

Mr.  McDonald.  No,  sir ;  I  do  not,  for  all  families  in  that  income 
<5lass.  The  existing  construction  properly  repaired  is  the  best  answer 
to  that,  and  the  fact  that  many  families  in  that  income  group  prob- 
ably should  be  renters,  not  home  owners,  and  many  prefer  to  rent. 

Mr.  Crawford.  That  was  covered  in  your  statement  a  day  or  two 

ago  ? 

Mr.  McDonald.  Yes,  sir. 

Mr.  Crawford.  I  notice  this  in  your  clip  sheets,  which  rather  sur- 
prised me.    It  says : 

FEDERAL   HOUSINa  ADMINISTRATION   IS  PERMANENT 

The  National  Housing  Act  is  permanent  legislation,  and  the  Federal  Housing 
Administration  a  permanent  governmental  agency.  Debentures  issued  against 
the  Housing  Administration's  mutual  mortgage  insurance  fund  are  guaranteed 
t)y  the  United  States  Treasury. 

I  wondered  if  that  kind  of  an  advertisement  in  this  clip  sheet,  we 
will  call  it,  was  strictly  in  accordance  with  the  facts,  when  you  con- 
sider, or,  at  least,  some  of  us  have  considered,  that  it  was  not  a 
permanent  agency  or  permanent  legislation. 

Mr.  McDonald.  I  would  like  to  see  that,  because  my  contention,  in 
the  first  place,  is  that  the  F.  H.  A.  is  self-supporting  and  should  be 
a  self-supporting  institution.  We  will  have  surplus  income  over 
expenses  next  year  of  around  $5,000,000,  and  an  additional  $1,000,000 
if  you  will  discharge  title  I,  making  $6,000,000  over  and  above  all 
of  our  expenses.  Currently  our  losses  have  been  running  less  than 
the  prepayment  premium  fees  we  receive,  so  that  all  of  that  should 
be  added  as  surplus.  Our  reserve  funds  are  now  $25,000,000,  and 
it  is  my  feeling  that  the  liability  of  the  Government  under  its 
guaranty  of  our  debentures  is  a  contingent  liability  and  not  a  dii-ect 
one.  Therefore,  I  do  not  think  we  should  allow  anything  like  that 
statement  to  go  out,  because  on  theory  and  in  principle  we  believe  we 
can  stand  on  our  own  feet  and  on  our  own  bottom. 

Mr.  Crawford.  You  do  not  mind  if  we  keep  that,  do  you  ? 

Mr.  McDonald.  No;  I  want  to  get  the  date  of  it. 

Mr.  Crawford.  Yes ;  take  the  date. 

Mr.  McDonald.  February  14. 

Mr.  Crawford.  I  want  to  know  if  you  have  many  complaints 
similar  to  this.  Here  is  a  copy  of  the  Honolulu  (Hawaii)  Times  of 
May  7,  1938.  I  am  not  personally  acquainted  with  the  people  who 
])ublish  this  paper,  and  I  do  not  know  how  it  stands  in  the  islands, 
but  on  the  front  page  it  carries  this  kind  of  a  headline :  Uncle  Sam, 
Pawnbroker.  It  is  a  very  bitter  complaint  against  the  F.  H.  A. 
operations  in  the  island.    It  makes  this  statement : 

And  now,  with  the  three  gilded  balls  of  the  pawnbroker's  trade  the.v  have 
added  to  the  Washhigton  coat  of  arms,  the  whole  Nation  seems  to  have  adopted 
the  "never  pay  for  anything  that  you  can  get  on  time  policy" — 
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And  they  ^o  ahead  and  complain  about  the  F.  H.  A.  plan  coming 
into  Hawaii  and  almost  enticnif^  |)eople  to  purchase  homes  for  which 
they  cannot  pay.  Do  you  have  many  attacks  and  criticisms  of  that 
kind  from  the  news])apers? 

Mr.  McDonald.  No;  not  many.  As  a  matter  of  fact,  I  must  say 
that  the  Republican  press  has  treated  the  F.  H.  A.  better  than  the 
Democratic  press. 

Mr.  Crawford.  Do  you  know  which  this  is? 

Mr.  McDonald.  No;  I  do  not:  but  I  know  the  New  York  Herald 
Tribune,  the  Wall  Sti-eet  Journal,  and  a  ^ood  many  of  the  New  Eng- 
land papers,  and  many  of  the  Republican  papers  elsewhere,  have 
given  our  agency  some  very  complimentary  lines,  but  we  have  some 
people  who  throw  rocks  at  us,  too. 

We  have  been  criticized  because  we  did  not  give  the  people  of 
Puerto  Rico  the  same  privileges  we  give  the  Hawaiians  with  respect 
to  buying  homes.  So,  I  sent  our  general  counsel  and  some  inspectors 
down  there  to  go  over  the  field,  in  order  to  answer  these  pei*sistent 
inquiries,  and  I  also  thought  I  would  compare  the  situation  to 
Hawaii.  I  sent  Mr.  Flanders,  then  deputy  administrator,  out  there, 
some  time  ago.  Recently  we  carefully  went  over  the  records  of  each 
State  as  to  its  percentage  of  delinquencies,  and  what  office  do  you 
suppose  had  the  least  delinquencies  in  payments  of  any  of  the  48 
offices  in  the  United  States  and  its  Territories?  Hawaii.  We  have 
never  had  a  foreclosure  there,  and  the  delinquencies  are  in  better 
shape  than  anywhere  else,  and  I  do  not  know  why  this  man  is  kicking. 

Mr.  Crawford.  I  think  I  could  answer  that  for  you,  as  to  why  it  is. 
Hawaii  being  very  largely  a  pineapple  and  sugar  plantation  field, 
with  very  few  whites  placed  here  and  there  throughout  the  island, 
it  has  reason  to  be  the  most  prosperous  section  of  the  United  States 
as  it  has  been  during  the  past  10  years.  Now,  I  think  that  accounts 
for  the  lack  of  delinquencies,  and  it  is  under  good  management. 

Mr.  Ford.  I  went  to  Hawaii  a  couple  of  years  ago  on  a  trip,  and  1 
was  there  at  the  same  time  Mr.  Flanders  was  over  there.  While  I 
was  not  there  officially,  they  tied  my  visit  up  w4th  Mr.  Flanders 
being  there.  They  took  me  around  all  the  time  because  they  thought 
I  wanted  to  help  them  get  F.  H.  A.  They  were  just  yelling  their 
heads  off  for  it,  they  wanted  more  F.  H.  A.,  more  F.  H.  A.,  and  more. 

The  Chairman.  Mr.  McDonald,  we  thank  you.  You  may  be  ex- 
cused. We  will  not  need  you  any  more.  We  would  like  to  have  Mr. 
Colean  return  tomorrow. 

Mr.  McDonald.  Thank  you. 

(Whereupon,  at  12:15  p.  m.,  the  committee  adjourned  until  to- 
morrow, Friday,  March  17, 1939,  at  10: 30  a.  m.) 
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FRIDAY,  MARCH  17,  1939 

House  of  Representatives, 
Committee  on  Banking  and  Currency, 

Washington,  D,  C. 

The  committee  met  at  10:  30  a.  m.,  Hon.  Henry  B.  Steaj^all  (chair- 
man), presiding. 

Present :  Messrs.  Steagall,  Williams,  Ford,  Brown,  Gore,  Mills,  Ijif- 
ford,  Crawford,  Simpson,  Kean.  Sumner,  Miller. 

The  Chairman.  All  right:  we  will  hear  further  from  Mr.  Coleaiu 

STATEMENT  OF  MILES  L.  COLEAN— Resumed 

Mr.  CoiJiiAN.  Mr.  Chairman.  I  have  liere  a  statement  of  some  facts 
relating  to  the  Manhassett  Village  project,  which  apparently  the  com- 
mittee wonld  like  to  have. 

The  Chairman.  AVe  will  be  glad  to  have  it. 

Mr.  Colean.  I  will  read  this,  very  briefly: 

This  prujet-t  is  located  iu  au  area  in  St.  Louis  County,  now  Ikelng  rapidly  built 
up  as  a  preferred  residential  locaticui,  on  high  land  particularly  adapted  to  a 
large  rental  housing  development.  ,,..,,, 

Before  the  inception  of  this  project,  the  land  had  not  been  sul)divided,  due  to 
its  lack  of  accessibility  and  to  its  being  held  out  of  tlie  market  f(.r  other  pur- 
poses. In  order  to  place  the  land  in  a  suitable  condition  f(»r  the  building  of  a 
project  it  was  necessary  that  approximately  1  mile  of  streets  connecting  the 
property  in  two  directions  with  main  highways,  together  with  connecting  sewer, 
water,  gas,  and  electric  lines  be  installed.  In  order  to  render  permissive  the  tyiie 
of  project  proposed,  a  change  in  zoning  was  necessary:  and.  in  order  to  ac;  om- 
modate  the  increased  population  brought  by  such  a  development,  a  new  school 

was  advisable.  „    ,     ^   ,      ,  ^,       .       .  ,    •   • 

It  was  considered  by  tlie  examining  officers  of  the  Federal  Housing  Admaiis- 
tration  that  when  the  above  requirements  had  l»een  accomplished  the  land  would 
at  least  be  comparable  as  to  value  with  residential  lots  in  adjoining  areas,  and 
woidd  fulfill  all  prerequisites  for  u  rental  housing  project. 

Section  207  of  the  National  Housing  Act  instructs  the  Administration  to  base 
its  determinations  upon  what  it  "estimates  will  be  the  value  of  the  property  or 
project  when  the  proposed  improvements  are  completed."  In  appraising  this 
proposal  it  was  estimated  that  when  the  project  was  completed  it  would  justify 
a  valuation  of  $2,010,000.  It  may  be  noted  that  an  appraisal  independently 
made  by  the  New  York  Life  Insurance  Co.  before  making  the  loan  compared 
within  $16,000  of  this  figure.  .       ^     ^ 

This  valuation  took  into  account  the  required  utilities  mentioned  above.  It 
assumed  the  erection  of  the  new  school.  It  recognized  the  importance  of  a 
superhighway  to  be  installed  closely  adjacent  to  the  property  which  would  bring 
it  nearer  in  driving  time  to  the  center  of  the  city.  It  recognized,  moreover,  that 
the  creation  of  a  community  of  over  1,000  persons  with  the  facilities  necessary 
to  serve  them,  would  have  the  tendency  greatly  to  enhance  values  for  a  consid- 
erable area  surrounding  the  property  over  those  existent  before  the  improvement 

was  completed.  .  .  ,  ^     . 

(m  the  b;!s  s  of  the  above  valuation,  the  Administration  agreed  to  insure  a 
mortgage  in   the  amount   of  $1,600,000  and  to  accept  an  equity  valuation  of 
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$416,000.  This  equity  wns  subscribed  in  sttK-k  by  tlie  sponsors  and  fonued  the 
basis  for  calcuhiting  the  limitwl  dividend  ix^rmitted  by  the  Administration,  the 
only  cash  retnrn  alh)wed  to  be  paid  on  the  eiiuity  investment.  .     ,     ,  , 

Of  the  amount  of  this  e(iiiity,  $245,000  represented  cash  or  its  tniuivalent  in 
addition  to  the  mortgage  proceeds,  estimated  to  be  re<iuired  for  the  completion 
of  the  project,  exclusive  of  the  land  and  improvements  outside  the  property. 
This  requirement  was  met  by  a  cash  stock  purcha.se  of  $124,000,  and  by  the 
acceptance  by  the  builder  and  architect  of  stock  estimated  at  $121,000  on  account 
of  fees  as  approved  by  the  Administration.  Tlie  $124,00.)  cash  was  depo  ited 
by  the  sponsors  in  an  account  jointly  controlled  by  the  Administration  and  could 
be  withdrawn  only  for  expenses  incurred  in  connection  with  the  project. 

The  remaining  amount  of  the  equity  valuation  was  attributed  to  land.  It 
has  been  shown  that  the  sponsors  of  this  development  were  able  to  acquire  the 
land  in  its  then  inaccessible  and  unimproved  condition  for  $44,000,  in  two  pay- 
ments of  $5,000  and  $30,000.  In  addition,  approximately  $45,(iOO  was  involved 
in  the  installation  of  connecting  streets,  sewers,  water,  gas,  and  electric  lines, 
and  drainage,  all  outside  the  property  liues,  and  outside  any  consideration  by 
the  F.  H.  A.  in  estimating  the  costs  of  constructing  the  project.  The  sponsors 
were,  in  view  of  these  extensive  external  improvements,  in  view  of  the  en- 
hancement in  value  arising  from  the  project  as  a  whole,  in  view  of  the  esti- 
rnatiKl  earning  power  of  the  project  as  a  going  concern ;  and,  moreover,  in  view 
of  comparable  prices  being  currently  offered  for  residential  lots  in  the  neighbor- 
Jiood  permitted  bv  the  Administration  to  issue  to  themselves  stock  in  the 
amount  of  $171,(K)a,  representing  the  value  of  the  fully  improved  land  under 
the  finished  development,  for  the  purpose  of  completing  the  allowance  permitted 
by  the  Administration  as  a  basis  for  computing  the  limited  dividend  return. 

The  land  was,  it  must  be  emphasized,  transferred  to  the  limited  dividend 
corporation  for  a  stock  payment  without  any  cash  consideration.  Not  only 
did  no  cash  change  hands  in  connection  with  this  land  transaction,  but  the  net 
profit,  if  any,  accruing  therefrom  must  be  deferred  until  such  time  as  the 
project  has  proven  its  success  and  all  of  the  conditions  of  the  insurance  contract 

fulfilled.  .    ,    .     .X. 

Any  returns  on  the  land  stock,  as  well  as  the  other  stock  in  the  corporation 
are,  under  F.  H.  A.  regulations,  strictly  limited  by  the  Administration.  In  order 
further  to  add  to  the  safety  of  the  loan,  the  Admini.<tration  has  required  that, 
l)efore  even  these  limited  returns  are  obtainable,  reserves  must  be  set  aside  for 
repairs  and  replacements,  for  working  capital,  and  for  one-half  year's  mortgage 
payments.  Anv  amounts  earned  above  these  reserves  and  the  authorized  divi- 
dends must  be  paid  to  the  mortgagee  as  aiiditional  amortization.  In  this  way 
effective  machinery  is  provided  to  prevent  the  project  from  being  "milked 
during  the  period  that  the  insurance  is  in  force,  and  to  assure  at  all  times  the 
prior  position  of  the  mortgage  indebtedness. 

It  should,  therefore,  be  evident  that  the  sponsors  must  not  only  limit  and 
defer  their  profits,  but  must  risk,  first,  the  loss  of  return  on  their  investment, 
then  the  loss  of  their  investment  in  land,  improvements,  cash,  and  services  if 
the  project  proves  to  be  unsuccessful. 

This  description  not  only  covers  the  Manhasset  project,  but  is 
fairly  typical  of  the  operation  I  described  yesterday  under  the  gen- 
eral statement  of  policy. 

There  have  been  several  other  points  brought  up  in  connection  with 
this  particular  deal  that  I  would  like  to  run  through,  just  as  a 
matter  of  clarifying  the  record. 

The  point  has  been  raised  that  a  dununy  buyer  was  used  in  the 
original  purchase  of  the  land,  not  the  ]>ersons  who  were  the  real 
parties  in  interest.  That,  of  course,  is  a  very  customary  practice  in 
land  acquisition.  As  Mr.  McDonald  pointed  out,  the  newspaper  that 
did  most  of  the  criticising  used  the  same  practice  in  buying  its  own 
land.  It  is  also  followed  by  the  United  States  Government  in  pur- 
chasing land  for  housing  projects,  or  post  offices,  etc. 

The  question  has  also  been  brought  up  of  the  figures  given  by  the 
contractor  in  connection  with  the  building  i^ermit.  which  were  less 
than  the  actual  figures  of  the  contract.    That,  I  must  confess,  is  a 
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fairly  customary  practice  in  obtaining  building  permits,  to  show  as 
low  an  amount  as  possible,  because  the  cost  of  the  permit  is  figured 
on  the  figures  revealed;  and  it  also  has  something  to  do,  probably, 
with  future  tax  assessments. 

Mr.  GiTFORD.  Does  he  have  to  pay  the  full  price  of  a  permit  as 
final  costs  of  building  is  disclosed  ? 

Mr.  CoLEAN.  The  figure  that  he  gives  the  building  inspector  has 
nothing  to  do  with  the  actual  amount;  that  is,  it  may  not  conform 
to  tlie  actual  contract  figure. 

Mr.  GiFFORD.  They  stated  the  cost  of  this  project  to  be  $1,000,0:10; 
was  it  to  save  the  cost  of  the  permit? 

Mr.  CoLEAN.  Sometimes  the  local  rules  bear  on  the  matter. 

Mr.  GiFFORD.  If  it  finally  costs  $2,000,000,  would  he  have  to  pay 
the  difference? 

Mr.  CoLEAN.  I  do  not  know,  that  depends  somewhat  on  your  local 
regulations;  and  the  permit  figui'e  may  not  include  the  architects' 
fees  and  builder's  fees.  It  is  possible,  also,  it  may  not  include  the 
landscaping,  and  so  on.  Those  things  vary  locally.  There  may  be 
a  perfectly  legitimate  reason  why  they  might  vary.  At  any  rate, 
they  are  not  indicative  of  tlie  actual  cost  of  everything  that  went  into 
the  project. 

The  question  has  been  raised  as  to  the  unfitness  of  certain  city 
inspectors  for  plumbing  and  electrical  work.  That,  of  course,  is  a 
matter  that  is  beyond  the  control  of  the  Federal  Housing  Adminis- 
tration, which  is  one  of  the  reasons  why  we  have  our  own  inspectoi"S 
on  a  job,  at  all  times,  to  see  that  the  work  is  satisfactory,  as  far  as 
we  are  concerned. 

The  question  has  been  raised  as  to  the  cliange  in  zoning.  Naturally, 
a  change  of  zoning  would  be  required,  if  this  was  land  that  was,  in 
its  original  state,  zoned  for  single-family  residential  purposes.  Our 
commitment  was  naturally  contingent  on  the  sponsors'  being  able  to 
get  the  local  authorities  to  approve  this  type  of  development. 

Mr.  GiFFORD.  Did  you  read  the  account  of  how  that  zoning  i)ermit 
was  granted? 

Mr.  CoLE^^N.  I  do  not  know  the  details,  I  do  not  know  the  circum- 
stances under  which  the  i)ermit  was  granted,  or  the  change  made. 
We  know  that  it  came  to  us  with  the  conditions  fulfilled. 

Mr.  GiFFORD.  We  are  all  familiar  with  zoning  troubles,  as  hapi^ens 
in  any  town,  when  it  is  attempted  to  change  the  existing  conditions. 
But  in  this  case,  it  seems  that  there  were  pretty  sharp  practices  in  the 
way  it  was  handled. 

Mr.  CoLEAN.  That  is  a  business  that  is  not  without  sharp  practices, 
but  that  has  nothing  whatever  to  do  w^ith  our  operations;  and  we 
stated  we  could  not  insure  the  loan,  unless  they  had  made  their  peace 
with  the  local  authorities. 

Mr.  GiFFORD.  Eight  there,  Mr.  Chairman,  if  you  do  not  mind  hav- 
ing this  appear  in  the  record.  This  is  a  letter  to  a  Senator  from 
Missouri,  in  which  it  is  stated:  "The  village  was  constructed  as  a 
part  of  a  growing  development  of  fine  homes,  and  will  forever  blight 
the  area;  it  will  reduce  the  value  of  properties  in  this  highly  re- 
Ftricted  section."    I  simply  put  that  in  for  whatever  it  may  be  worth. 

Mr.  Coi.EAx.  I  would  like  to  speak  of  that  point,  if  I  may,  for  a 
moment,  by  referring  to  the  four  projects  here  in  the  Washington 
area,  which  are  not  dissimilar  from  this  Manhasset  Village,  which 
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would  convince  any  reasonable  person  that  no  detraction  from  value 
has  taken  place.  In  fact,  we  know  the  values  liave  increa>^ed  around 
those  areas.  That  is  well  ilhistrated  by  the  fact  that  the  owner  of 
tlie  Buckin«:hani  project,  riglit  across  tlie  river  here,  just  the  other 
day,  had  to  pay  a  price  tliat  figures  well  over  $10,000  an  acre  for  an 
additional  tract  which  they  Avished  to  have. 

The  Chairman.  Whom  is  the  letter  from  ? 

Mr.  GiFFORD.  This  is  a  letter  to  the  Senator  from  Missouri. 

The  Chairman.  Do  vou  know  anvthinir  about  the  man  who  wrote 
the  letter? 

Mr.  GiFFORD.  No.  The  letter  is  a  well-written  letter,  sent  to  the 
Senator. 

The  Chairman.  It  isi  not  very  difficult  to  find  somebody  that  has 
<;ot  a  grievance  and  who  will  send  letters  in  every  mail  about  any- 
thing, but  I  am  wondering  about  this  individual,  what  his  grievance 
is. 

Mr.  GiFFORD.  It  says  here,  "This  is  not  a  real-estate  man's  fight,  in 
any  sense  of  the  word,"  but  is  front  a  general  property  owner.  This 
letter  was  sent  to  his  Senator,  and  I  believe  the  committee  may  well 
consider  it.  I  want  you  to  refute  this  statement,  also,  if  you  can,  in 
which  he  says: 

There  is  no  imuie<li5ire  demand  or  a  iKi^sibility  of  renting  so  many  additional 
apartments  in  St.  Louis  County.  Tliere  is  an  excess  of  18  percent  vacancy 
in  that  area.  This  statement  is  borne  out,  beiause  there  are  less  than  15 
Iiercent  of  the  354  apartments  in  the  Manhasset  unit  rented,  although  the 
apartments  have  been  ready  for  occupancy  for  several  months.  The  manage- 
ment has  resorted  to  concessions  and  every  other  known  substitute,  but  still 
<annot  rent  them. 

Mr.  Colean.  Before  we  entered  into  this  proposition,  we  did  make  a 
careful  study  of  the  apartment  situation  in  St.  Louis,  and  come  to 
the  conclusion  that  new  apartments  in  this  rental  bracket  were  needed. 
That  was  based  on  the  best  information  we  could  get  at  the  time. 

Mr.  Gore.  Is  there  not  a  rental  season  in  St.  Louis? 

Mr.  Colean.  Yes:  I  was  going  to  get  into  that.  There  were  100 
units  finished,  ready  for  occupancy,  in  this  proix)sition  sometime 
late  in  September.  I  believe.  That  was  past  the  active  rental  season; 
and  more  than  that,  anyone  coming  into  the  project,  into  these  finished 
units,  had  to  pass  through  a  great  mass  of  construction  on  the  others. 
That  was  unsatisfactory;  and  on  top  of  that,  the  owners  liad  to  fight 
against  the  most  vindictive  type  of  opposition  that  could  be  raised 
locally,  and  I  think  that  definitely  hurt  it  as  a  rental  proposition. 

Mr.  GiFFORD.  Why  should  it  have  any  such  opposition,  as  Mr. 
McDonald  explained  yesterday? 

Mr.  Colean.  It  was  partly  due  to  this  real-estate  situation,  and 
partly  to  whatever  prompted  the  newspaper  attack  that  followed, 
and  I  do  not  know  which. 

Mr.  GiFFORD.  It  was  not  welcome  in  that  vicinity,  was  it? 

Mr.  Colean.  I  cannot  say.  There  was  opposition  from  part  of 
the  owners  in  part  of  St.  Louis,  but  I  do  not  know  that  the  position 
was  local  and  confined  to  that  area. 

Mr.  GiFFORD.  Was  this  opposition  that  you  noted  from  one  news- 
paper, or  from  all  of  the  newspapers? 

Mr.  Colean.  Well,  it  has  been  principally  one. 

Mr.  GiTFORD.  More  particularly  one? 

Mr.  Colean.  The  others  followed  along,  somewhat. 
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Mr.  GiFFORD.  They  all  seemed  to  be  opposed  to  it,  and  demand  an 
investigation.  Usually  one  newspaper  is  not  likely  to  follow  another, 
if  it  can  help  it. 

Mr.  Colean.  I  think  that  has  hurt  the  rental  of  it,  but  I  feel  that, 
wdth  the  coming  of  the  new  rental  season,  it  will  probably  go  over 
all  right,  because  they  have  a  great  number  of  applications. 

There  is  one  other  point  I  Avant  to  raise ;  that  is  in  connection  with 
the  responsibility  of  developers,  some  question  about  which  has  be^i 
raised  here,  and  I  have  a  telegram  from  one  ot  the  large  banks  in 
St.  Louis  that  I  would  like  to  put  into  the  record  here,  if  I  may  read 
it  to  you,  Mr.  Chairman.  This  is  addressed  to  Mr.  McDonald,  and 
says: 

Please  allow  me  to  say  a  word  with  reference  to  Horace  B.  Deal  about  whom 
so  much  has  been  said  recently  in  one  of  the  St.  Louis  newspapers.  Have 
known  Deal  intimately  both  ijersonally  and  in  business  for  the  past  10  years 
and  believe  him  to  be  meticulously  honest,  striiightforward,  capable,  and  worthy 
of  every  personal  and  business  confidence.  He  stands  well  socially  and  his  moral 
and  business  integrity  are  unquestioned  by  those  who  know  him.  Financially 
he  and  his  firm  rate  well  up  in  six  figures  and  his  credit  standing  is  excellent. 
His  associates,  t'arl  Forline  and  Preston  Bradshaw,  are  also  well  and  favorably 
known  to  me  and  are  relatively  as  worthy  as  Deal.  After  a  personal  detailed 
investigation  I  am  of  the  unqualified  opinion  that  Mr.  Deal's  conduct  of  the 
Manhasset  Village  project  has  been  open  and  above  board  and  I  can  see  no 
sound  or  reasonable  basis  for  the  criticism  which  has  been  heaped  upon  him 
and  the  project  by  the  few  who  have  seen  fit  to  criticize.  You  understand, 
of  course,  that  neither  the  bank  nor  I  have  any  personal  or  financial  interest 
in  the  project  and  this  telegram  is  prompted  solely  by  my  desire  to  prevent, 
if  I  can,  an  injustice  being  done  a  good  man  and  splendid  citizen.  Best  personal 
regards,  I  am 

Sincerely, 

James  K.  Vardamax,  Jr., 
PreMident,  Tower  Grove  Bank  <&  Trust  Co. 

Mr.  GiFFORD.  Mr.  Chairman,  I  would  like  to  present  here  an  article 
relating  to  "Deal  Co.  dictated  defense  letters.^'  One  subcontractor 
who  declined  to  i^ermit  the  use  of  his  name,  said  "I  am  on  the  spot. 
They  are  good  customers  and  I  can't  afford  to  lose  their  business." 
So,  therefore,  he  signed  the  letter.  He  said,  "I  had  to  sign  a  pre- 
pared letter  and  mail  it  to  the  Deal  Co.  for  them  to  use,  and  I  would 
not  have  done  that  because  I  do  not  agree  with  the  contents." 

Mr.  Colean.  I  do  not  know  anything  about  that  circumstance  that 
you  mentioned. 

The  Chairman.  That  is  a  rather  unusual  statement  to  come  from 
anyone,  to  say  the  least. 

Mr.  GiFFORD.  I  simply  wanted  to  have  that  appear.  I  want  you  to 
have  a  chance  to  weigh  these  matters  for  what  they  are  worth. 

The  Chairman.  Have  you  concluded? 

Mr.  GiFFORD.  Yes. 

Mr.  Williams.  I  want  to  ask  a  few  questions,  not  particularly 
about  this  one  project,  but  the  general  policy.  Am  I  correct — 
is  it  already  in  the  record — that  there  ai*e  about  26  of  these  big 
projects? 

Mr.  Colean.  There  are  more  than  that.  The  26, 1  referred  to,  yes- 
terday, were  those  that  have  been  in  operation  for  6  months  or  more, 
but  we  have  about  150  altogether.  I  have  the  exact  figures  here. 
As  of  March  1,  there  were  131  rental-housing  projects  that  were 
either  under  construction  or  completed. 
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Mr.  Williams.  Under  construction  or  completed  ? 

Mr.  CoLEAN.  That  is  correct. 

Mr.  Williams.  Now,  how  much  money  has  been  allocated  to  those 
131  projects? 

Mr.  CoLEAN.  I  do  not  believe  I  understand  you,  Mr.  Congressman. 

Mr.  Williams.  How  much  insurance  ? 

How  many  of  those  projects  are  completed?  Can  you  ^ive  U3 
that  ? 

Mr.  CoLEAN.  Yes;  this  statement  shows,  as  of  Februaiy  'iH.  moit- 
gages  of  $26,600,000  on  54  rental-housing  projects  completed  and 
m  operation  as  of  that  date.  The  total  of  the  mortgages  on  all 
rental-housing  projects  completed  and  under  construction  as  of  Feb- 
ruary 28,  is  $76,000,000.  The  figure  of  $71,000,000  represents  mort- 
gage insurance  as  of  January  31  on  rental  projects. 

Mr.  Williams.  I  do  not  quite  understand  yet  your  figures, 

Mr.  CoLEAN.  I  am  sorry.  I  realize  that  I  confused  you,  to  begin 
with.    Let  me  start  over  again. 

I  will  give  you  the  correct  figures.  The  total  amount  of  pre- 
mium-paying mortgages — that  means  on  rental  housing  projects 
that  are  under  construction  or  completed — as  of  February  28^ 
1939,  is  $76,703,750,  which  is  about  $5,000,000  different  froni  the 
figure  that  I  gave  yesterday  which  represented  mortgages  as  of  Janu- 
ary 31.  Of  that  $76,000,0()0-odd,  $26,599,250  represent  mortgages  on 
completed  rental  projects. 

Mr.  Williams.  And  in  number,  hoAV  many  have  you  ? 

Mr.  CoLEAN.  Fifty-four  that  are  completed,  and  77  under  con- 
struction. 

Mr.  Williams.  All  right;  now,  in  general,  who  has  financed  those 
big  projects? 

Mr.  CoLEAN.  Principally  the  large  life-insurance  companies.  The 
largest  lender  in  this  field  has  been  the  New  York  Life.  Others  in- 
clude the  National  Life  of  Vermont,  of  which  Mr.  Bingham,  the 
president,  spoke  to  you  here ;  the  Prudential  Life,  the  Union  Central 
of  Cincinnati,  the  Ohio  National,  and  several  others.  The  Travelers 
I  think  have  made  one,  and  the  Northwestern  Mutual  has  been  fairly 
active,  as  well  as  some  of  the  large  savings  banks  in  New  York 
City. 

Mr.  Williams.  Tliey  have  all  been  large  insurance  companies  or 
large  banks  ? 

Mr.  CoLEAN.  In  almost  every  case.  We  have  two  cases  where 
groups  of  smaller  banks  split  the  mortgages  among  them  and  took 
the  bond  issues. 

Mr.  Williams.  The  reason  I  am  asking  that  is  because  informa- 
tion has  come  to  me  that  some  of  the  small  companies  are  engaged  in 
this  as  a  speculative  proposition  and  financed  one  of  these  big  en- 
terprises and  immediately  afterward  sold  the  bonds  or  mortgages. 

Mr.  CoLEAN.  Well,  I  do  not  know  of  very  many  transactions  in  this 
field.  In  the  early  stages,  the  Reconst ruction  Finance  Mortgage  Co. 
made  several  of  the  loans,  and  they  have  been  purchased  by  private 
institutions,  which,  incidentally,  paid  premiums  to  the  ^.  F.  C  for 
them. 

Mr.  Williams.  Do  you  know  the  extent  to  which  the  original 
financiers  have  held  the  mortgages? 


Mr.  CoLEAN.  I  do  not  know  the  extent,  but  I  judge  from  the  type 
of  institution  that  has  been  made  most  of  these  loans,  they  are  not 
very  widely  transferred. 

Mr.  Williams.  How  many  of  these  mortgages  have  been  sold, 
what  percent? 

Mr.  CoLEAN.  I  do  not  know  that  figure.  As  I  say,  I  know  that 
four  of  them  were  made  by  the  R.  F.  C.,  originally,  and  sold  to  pri- 
vate institutions ;  and  there  have  been  two  or  three  loans  in  the  New 
York  area  that  were  made  by  private  banks  that  have  been  sold  to  the 
comptroller  of  the  State,  in  which  case  the  bank  was  really  acting  as 
his  agent  for  handling  the  construction  funds,  and  he  made  his  own 
investigation.     Beyond  that,  I  do  not  know  of  any  sales. 

Mr.  Williams.  Have  you  not  a  record  of  the  mortgages,  not  only 
under  this  section,  but  under  section  203,  which  have  been  sold  ? 

Mr.  Colean.  I  could  get  that  figure,  but  I  do  not  have  it  here 
with  me. 

Mr.  Williams.  Do  you  think  it  has  been  as  high  as  25  percent  of 

them  ? 

Mr.  CoLEAN.  Certainly  not  in  volume,  because  a  large  percentage 
of  them  has  been  held  by  these  institutions,  who  I  know  made  them 
for  their  own  investments. 

Mr.  Williams.  If  you  could  get  that  figure,  I  wish  you  would 
put  it  in  the  record. 

Mr.  CoLEAN.  I  will  be  glad  to  see  if  I  can. 

Mr.  Wilij:am8.  I  understood  there  were  about  25  percent  of  them; 
sold. 

Mr.  CoLEAN.  I  doubt  it,  but  I  will  get  the  real  figures,  if  I  can. 

Statement  of  Mr.  Colean  Covering  MoRT(4Af;K8   Insurm)  Undes  Sections  207 
AND  210  Which  Have  Been  Tran.si-^rrkd  as  of  February  28 

Of  the  131  rental-lioiisiiig  projects  iiisuivcl  hs  of  Fobiuary  28  under  sections 
207  and  210,  only  three  insured  under  section  207  and  four  insured  under  sec- 
tion 210  have  been  so  transferred.  The  niortgaj^es  involved  amounted  to 
5^,628,000,  or  api)r<txiniately  8  percent  of  the  .$77,0O0.0lX)  in  mortgages  insured 
on  this  type  of  project  as  of  that  date. 

In  this  connection,  it  should  be  noted  that  the  Administrative  Regulations 
(207,  art.  VI;  210,  art.  VI)  specifically  forbid  the  assignment  of  these  mort- 
gages except  to  a  mortgagee  approved  by  the  Administrator  as  responsible  and 
able  to  service  the  mortgage.  It  is  required  that  the  original  mortgagor  give 
the  Administration  notice  of  the  transfer  and  that  the  transferee  assume  all 
the  obligations  under  the  contract  of  mortgage  insurance. 

It  should  be  further  noted  that  some  of  these  transfers,  particularly  those 
under  section  210,  represent  transactions  where  in  the  transferee  was  com- 
mitted at  the  outset  of  the  transaction  to  purchase  the  loan,  and  the  trans- 
feror institutions,  by  prearrangement,  merely  acted  for  the  eventual  lender  in 
disbursing  the  m.ortgage  fund.  In  ordinary  private  mortgage  lending  this  type 
of  transaction  is  generally  handle<l  by  a  separate  mortgage  during  the  con- 
struction ijeriod  with  the  permanent  mortgage  taken  by  the  permanent  lender. 
However,  we  require  that  the  transaction  in  all  cases  take  the  form  of  a  single 
combined  construction  and  peruvinent  mortgage.  Institutions  which  are  not 
organized  to  act  during  the  construction  period,  therefore,  arrange  with  some 
other  lending  institution  to  handle  disbursements  during  this  period  upon  an 
agreement  by  the  permanent  lender  to  take  over  the  loan  upon  completion. 

Mr.  Williams.  In  financing  one  of  these  big  projects,  what  form 
does  the  obligation  take? 

Mr.  Colean.  Ordinarily,  it  takes  the  form  of  a  first  mortgage  or  a 
first -mortgage  bond. 


Ill 
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Mr.  Williams.  It  is  a  first  mortgage? 

Mr.  CoLEAN.  That  is  right. 

Mr.  Williams.  Now,  what  is  the  obligation  that  the  mortgage  is 

ffiven  to  secure? 

Mr.  CoLEAN.  I  do  not  believe  I  understand  that. 

Mr.  Williams.  You  do  not  simply  give  a  mortgage;  there  is 
always  something  back  of  the  mortgage? 

Mr.  Colean.  It  covers  the  property  of  the  project. 

Mr.  Williams.  Of  course,  the  property  is  there,  but  I  mean  tlie 
papers  that  are  issued;  are  they  notes,  bonds,  or  what? 

Mr   Colean.  May  I  ask  Mr.  Colton,  the  counsel  for  the  division  I 

Mr.  Colton.  Generally,  individual  notes  that  are  in  the  forna  re- 
quired by  the  State  law  in  which  the  project  is  situated.  It  is  either 
a  note  secured  by  a  mortgage,  or  a  bond  secured  by  a  mortgage,  a 
single  instrument  secured  by  the  mortgage. 

Mr.  Williams.  Is  it  a  single  instrument  ? 

Mr.  CoLTOX.  In  all,  except,  I  think,  three  cases,  they  are  single 

instruments.  •      ox    t      ■     * 

Mr  Willl\ms.  For  instance,  take  this  one  in  ht.  L.ouis  tor 
$1,600,000,  there  is  simply  one  note  or  bond,  whichever  you  want  to 
call  it,  secured  by  mortgage  on  the  property  (  ,  v 

Mr.  CoLTON.  That  is  correct;  one  credit  instrument  secured  by  a 
mortgage.  In  two  or  three  cases,  I  believe,  in  which  three  or  four 
local  institutions  participated  in  the  mortgage,  the  credit  instru- 
ment was  in  the  form  of  bonds,  which  were  held  by  those  institutions. 

Mr.  Williams.  Then  there  is  no  way  by  which  any  part  of  them 
can  be  negotiated  or  transferred,  without  transferring  them  alH 

Mr.  Colton.  No,  sir;  no  way  at  all. 

Mr.  GiFTORD.  I  would  like  to  have  appear  right  here  this  ques- 
tion :  When  moi-tgages  are  insured,  how  do  they  get  the  money  for 
the  construction? 

Mr.  CoLE.\N.  I  outlined  that  procedure  yesterday.  The  money  is 
paid  out,  ordinarily,  monthly,  on  the  basis  of  a  predetermined  sched- 
ule of  payments  based  upon  our  inspectoi^'  check  of  the  amount  of 

work  done.  ^^    ^    ^  .„    ^  r^ 

Mr.  GiFFORD.  In  this  case,  did  the  New  York  Life  Insurance  Co. 

pay  it  out  monthly  ? 

Mr.  Colean.  That  is  correct.  .  ^         •       xi. 

Mr.  GiFFORD.  They  do  not  have  to  pay  the  cost  of  financing  the 

construction . 

Mr.  Colean.  In  some  cases  there  is  a  charge  for  financing— our 
maxunum  fee  is  11/2  i^rcent— but  that  is  always  covered  outside  of 
tlie  construction  contract  and  is  included  in  those  miscellaneous  costs 
that  I  mentioned  yesterday.  But  I  would  say  that  the  competition 
for  these  loans  has  practically  driven  out  any  kind  of  charges  of  that 
sort    and  i*ecently  they  have  been  made  without  any  charge. 

Mr.  Miller.  I  have  a  few  questions  I  would  like  to  ask  in  connec- 
tion with  this  matter  of  costs.  My  district  is  the  insurance  center 
and  some  of  the  companies  are  concerned  about  some  of  the  stories 
that  we  hear.  I  would  like  to  ask  what  assurance  your  department 
has  that  actual  investments  in  the  land  and  buildings  that  are  in- 
sured are  secured?  . 

Mr.  Colean.  Well,  we  have  every  assurance  that  close  examination 
and  following  the  job  can  give,  and  certainly  more  assurance  than 


AMENDMENTS  OF  1939  TO  NATIONAL  HOUSING  ACT  341 

an  insurance  company  would  have  in  making  a  loan  on  its  ordinary 
basis. 

Mr.  Miller.  I  mean  the  actual  investment,  what  assurance  have  you 
that  the  actual  investment  has  been  made? 

Mr.  Colean.  We  know  that  the  man  has  his  land  free  and  clear 
before  he  comes  to  us.  We  have  the  estimates  checked  as  carefully 
as  we  know  how  as  to  what  the  building  is  going  to  cost.  We  make 
him  put  up  in  the  bank  the  cash  required. 

Mr.  Miller.  In  escrow? 

Mr.  Colean.  That  is  what  it  amounts  to. 

Mr.  Miller.  He  cannot  draw  it  out  the  next  day  ? 

Mr.  Colean.  He  cannot  draw  it  out,  except  with  the  approval  of 
the  Administrator.  No  money  can  be  paid  out  of  the  loan  except 
with  the  Administrator's  approval,  on  his  estimate  on  the  amomit  of 
work  done. 

Mr.  Miller.  These  people  that  you  loan  money  to,  you  take  their 
responsibility,  and  as  far  as  you  know,  they  have  not  refused  to  pay 
their  notes  or  previous  obligations? 

Mr.  Colean.  I  think  this  telegram  is  pretty  good  evidence  as  to 
this  group  and  the  money  paid  out  is,  of  course,  not  Government 
money. 

Mr.  Miller.  That  is  in  St.  Louis  ? 

Mr.  Colean.  We  endeavor  to  get  a  very  close  check  on  the  res|X)nsi- 
bility  of  the  people. 

Mr.  Miller.  I  understand  that  one  of  the  large  participators  in 
New  York  is  the  Bulova  Co.  of  New  York  and  that  the  company  is 
a  building  concern ;  that  Mr.  Bulova  has  recently  purchased  a  radio 
station  and  refused  to  carry  out  his  obligations.  With  that  in  mind, 
in  your  opinion,  would  you  consider  him  a  man  of  good  credit  risk  ? 

Mr.  Colean.  I  have  no  reason  to  question  the  credit  of  the  man 
referred  to,  as  far  as  his  ability  to  handle  the  development  is  con- 
cerned. 

Mr.  Miller.  Do  you  acknowledge  that  he  welched  on  his  previous 
obligation;  would  you  consider  that  his  rating  was  good? 

Mr.  Colean.  Well,  that  would  be  something  we  would  have  to 
give  consideration  to,  naturally. 

Mr.  Miller.  You  would  check  into  those  facts  ? 

Mr.  Colean.  We  try  to  check  it,  if  we  can. 

Mr.  Miller.  Just  one  other  question :  I  undei^tand  that  your  rule 
on  these  apartment  properties  is,  that  they  shall  not  charge  more  than 
$16.50  per  room,  per  month  t 

Mr.  Colean.  We  have  no  definite  policy,  but  I  will  say  that  our 
whole  effort  has  been  to  get  buildei*s  to  develop  projects  in  the  lower 
rental  brackets. 

Mr.  Miller.  In  other  words,  you  have  no  top  limit  ? 

Mr.  Colean.  We  have,  recently,  informally  stated  to  our  New  York 
office,  which  is  the  one  I  think  you  referred  to 

Mr.  Miller.  Yes,  sir. 

Mr.  Colean  (continuing).  That  from  now  on,  we  want  them  to 
stay  out  of  anything  higher  than  $16.50  a  room,  or  approximately 
$66  a  month. 

Mt.  Miller.  You  would  not  get  anything  in  the  New  York  area 
where  the  white-collar  people,  so  to  speak,  could  rent  a  $16.50  room  ? 
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pikJs.  ^ **"''*'■  ^''""^  "'*  '"^*  "*  ^"'*"  apaitiuents  there  at  lower 

the^^t^Xviu'wr  P™^'"*  *'"'  '  '•'^'''"^''  *°'  •^''i  it  ^-  *« 
liie^r  $S'  ^'"'  ^  *'*'"''  "■'  »PI"*'^<'  it  about  on  the  basis  of 

aik^to  go°t^'   ^  ^^^  ^'''  '^*''''  '''**'  *^''^  '^  «^"t "'«  top  you  wouKl 
Mr.  CoLEAN.  That  is  right,  from  now  on. 

Mr.  CoLEAN.  In  tlie  first  place 

ligured,  or  m  other  words,  that  we  have  insured  loans  creater  thin 
thlTaf  ri^p^e?"*-^-     '  ''"*''"^''  ^^^"-^''^  trLfe'^^^ds*':'* 

vJair^'  "'  '''r  "r^  ''"r*"-  •*  *»i*cIos,»e  should  take  place  we  have 
valuable  pro|)erty  turned  over  to  us,  which  in  most  ca^s  wrr,^  H 
rent  for  pretty  close  to  40  percent  leas'  than  tl.rap  f^is^d  i^ntals  d>S 
we  W  "f  *'"*'  r  ""'y  '"'^'^  t«  P^y  2%  I'ercen   on  our  defi.res- 

Mr.  Miii^.  There  would  be  no  contingent  liability  as  far  as  tl,« 

anfthiS'^ras'^JTv'Tfr  *r  *  'l"^'"*^  "^  ^"8  ««  ",ere  is  a  risk  in 
lu!  iw '  T  J    y'  '  """'^  "'•'  ''«^'e  oiuselves  pretty  well  covered 

tranJacdSr-  '  '"  ""*  "^  ^'°"-  y""  «""  -'™'^'«  that^  on  tl^Xfe 
Mr.  CoLEAN.  I  do  not  know  tliat  I  entirely  uiKlei-stand  vnn      Tl.^ 

Sir'" "  ■"■■  •"""<!  '»■■  •  g."».^<i.s:.2'f„tjituu 
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Miss  Sumner.  Yon  liave  20  i)ercent  under  your  appraisal,  then  you 
also  have  your  10  peicent  on  the  down  payment,  or  20  percent?  ; 

Mr.  CoLEAN.  These  are  80-percent  mortgages  at  the  maximum. 
Our  average  mortgage,  as  a  matter  of  fact,  has  been  76  percent  of 
our  valuations. 

Miss  SuMNEB.  Or  a  40-percent  cushion? 

Mr,  CoLEAN.  The  protection  is  against  the  ])ossibility  of  a  20-j>er- 
cent  rental  decrease,  as  a  minimum  before  default. 

Miss  Sumner.  And  20  percent  for  your  down  payment? 

Mr.  CoLEAN.  That  is  right. 

Mr.  Ford.  You  have  a  20-percent  cushion  on  the  value  of  the  prop- 
erty, and  a  20-percent  cushion  on  the  drop  of  rents? 

Mr.  C5oLEAN.  Yes,  sir. 

Miss  Sumner.  One  more  question:  1  have  not  read  the  1934  law, 
but  I  would  like  to  ask  wliat  is  the  philosophy  back  of  it ;  is  it  for  the 
purpose  of  creating  employment  pui*ely,  or  is  it  for  the  purpose  of 
eliminating  our  slum  areas,  or  for  the  pur]^ose  of  setting  up  yard- 
sticks ? 

Mr.  Colean.  As  I  understand  the  puipose,  it  is  to  establish  a  sound 
and  practicable  means  of  pi'oducing  housing  for  people  w4io  rent, 
parallelling,  more  or  less,  our  plan  for  creating  housing  for  persons 
who  wish,  to  own  their  own  homes. 

Miss  SuMNFJi.  Is  it  the  ])urpose  of  the  program  then  to  expand  all 
over  the  United  States,  in  all  of  our  larger  cities? 

Mr.  CoLEAN.  We  have  noAv  projects  in  about  34  States. 

Miss  Sumner.  Do  you  accept  projects  in  each  place? 

Mr.  Colean.  We  will  take  just  as  much  of  this  type  of  housing  as 
the  market  will  support.  In  the  city  of  Washington,  we  have  a  pro- 
gram that  amounts,  or  will  amount,  by  the  end  of  this  year  to  about 
4,000  individual  units.  It  happens  that  there  is  a  very  strong,  very 
active  rental  market  in  this  city.  In  St.  Louis,  apparently,  1,000 
unitvS  is  all  that  the  town  wants. 

Miss  Sumner.  Here  is  a  question  that  occurred  to  me  last  night 
in  reading  about  the  English  situation,  where  there  was  a  strike  on 
the  part  of  the  tenants  in  which  they  went  into  court  and  did  not 
want  to  pay  the  rent.  But  the  list  of  tenants — ^liave  you  considered 
that  from  the  political  aspect? 

Mr.  Colean.  Of  course,  these  are  not  Government-managed 
projects.  I  supix)se,  if  enough  of  the  tenants  should  not  pay  their 
rent,  the  project  would  go  into  default  and  Ave  would  oAvn  it. 

Miss  Sumner.  The  idea  is  similar,  is  it  not  ? 

Mr.  Colean.  I  suppose  it  might  be  possible. 

Mr.  Simpson.  Have  you  considered  the  ])olitical  aspects  and  what 
you  might  do,  in  case  this  might  hap])en  here  ? 

Mr.  Colean.  No  ;  I  have  not  given  it  any  i)articular  consideration. 

Mr.  Ford.  They  do  not  insure  loans  in  England. 

Mr.  Colean.  I  think  it  is  a  remote  ])ossibility,  but  anything  can 
happen. 

Miss  Sumner.  Another  question,  if  you  do  not  mind :  What  have 
you  done  in  the  way  of  small  housing  projects  for  the  loAv-income 
groups  in  small  communities,  around  1,300  or  1,500  population? 

Mr.  Colean.  Well,  we  have  one  project— these  are  all  rental 
projects,  of  course,  composed  of  single-family  houses,  in  a  very  small 
city  in  Arkansas,  which  rent  for  about  $20 'a  month.    ^Ye  have  an- 
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Other  one  in  Meadville,  Pa.,  where  the  rental  for  the  houses  is  about 

$30  or  $35.  -. 

Miss  Sumner.  Is  that  your  minimum  rental  ? 

Mr  CoLEAN.  That  is  the  rentals  that  are  charged  on  this  par- 
ticular development.  We  have  one  up  in  Massachusetts,  where  the 
rentals  are  as  low  as  about  $16  a  month. 

Miss  Sumner.  Of  course,  you  know,  in  the  rural  communities,  all 
of  the  W.  P.  A.  budgets  comprehend  not  more  than  $10,  or  at  most, 
$12,  rent,  do  you  not? 

Mr.  CoLEAN.  Yes.  ^  •  i  •    ^t.  #  fu^ 

Miss  Sumner.  Such  rental  would  not  come  within  the  range  of  the 

W.  P.  A.  worker,  would  it?  ..       .,    , 

Mr  Colean.  That  is  quite  true.  We  cannot  cover  everything  that 
the  U.  S.  H.  A.  would  set  up.  You  see,  you  have  got  on  the  one 
hand,  the  United  States  Housing  Authority,  whose  ]^  it  is  to 
handle  housing  for  the  underprivileged  group ;  and  1? .  H.  A  proj- 
ects necessarily  must  be  limited  to  the  group  that  can  afford  to  pay 
an  economic  rent.  We  are  encouraging  the  builders  to  build  for  as 
low  an  income  group  as  possible,  but  naturally  we  cannot  get  down 
to  the  point  of  supplying  housing  with  private  capital  for  people  who 
cannot  afford  to  pay  a  rental  to  cover  what  it  costs  to  build  buildings. 
Miss  Sumner.  Then  in  that  case  your  philosophy  must  be  purely 

employment;  is  that  it?  ,  .     ,        •         j?  xi  •    i  -  ^  ;« 

Mr  CoLEAN.  No,  there  is  a  lot  of  need  for  housing  of  this  kind  iii 
this  country  for  others  than  those  that  are  on  relief  and  in  the  very 
low-paid  groups.  Take  here  in  the  city  of  Washington,  there  was  a 
tremendous  amount  of  overcrowding  of  persons  of  all  classes  3  or 
4  years  ago,  and  the  projects  that  we  have  developed,  or  which  have 
been  developed  through  our  agency,  while  not  for  the  lowest  income 
group  in  Washington,  have  filled  a  very  serious  need.  They  have 
all  been  filled  up,  which  is  evidence  of  that  need.  ^,.    .    ,;    .-.. 

Mr.  Ford.  Might  I  read  the  original  bill  or  title?    This  is  "a  bil 
to  improve  Nation-wide  housing  standards,  provide  employment  and 
stimulate  industry,  unprove  conditions  with  respect  to  home  mort- 
gage financing,  prevent  speculation  in  home  mortgage  investment, 

etc.    That  is  the  original  bill.  ,  ^'      r         ia 

Mr.  Williams.  Mr.  Chairman,  there  is  one  other  question  I  would 
like  to  ask :  These  sponsors  are  corporations,  are  they  not? 

Mr  CoLEAN.  Every  project  under  section  207  must  be  owned  by  a 
limited  dividend  corporation,  regulated  by  the  Administration. 

Mr.  Williams.  At  what  stage  of  the  proceedings  does  this  incor- 
poration take  place?  n      .         u^/^^o, 

Mr.  CoLEAN.  They  must  have  their  corporation  all  set  up  betore 
the  loan  is  closed  and  the  insurance  contract  goes  into  force. 

Mr  WiLUAMS.  On  what  basis  is  the  stock  issued? 

Mr*.  CoLEAN.  It  is  issued  at  the  time  of  the  forming  of  the  corpora- 

Mr.  Williams.  Well,  what  determines  the  amount  and  value  of  the 

stock  that  is  issued?  j     -xi.     x  ,r«i«a 

Mr  CoLEAN.  Well,  the  stock  can  be  issued  without  any  par  value, 
as  far  as  we  are  concerned,  under  the  regulations,  but  we  value  the 
stock  for  the  specific  purpose  of  determinmg  how  much  they  can 
take  out  in  the  form  of  dividends.  They  can  actually  set  their  stock 
up  as  no-par- value  stock. 
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Mr.  Williams.  Well,  the  value  of  the  capital  stock  of  the  corpora- 
tion— we  will  put  it  that  way — represents  the  difference  between  the 
mortgage  and  the  appraised  value? 

Mr.  CoLEAN.  That  would  be  correct. 

Mr.  Williams.  Is  that  it  ? 

Mr.  Colean.  That  is  right. 

Mr.  Williams.  Then,  for  histance,  you  take  the  one  in  St.  Louis 
that  we  have  been  talking  about  here,  and  the  capital  stock  of  that 
concern  would  be  $416,000? 

Mr.  Colean.  That  is  correct. 

Mr.  Williams.  Tliat  is  the  Manhasset  project  in  St.  Loui-. 

Mr.  Colean.  That  is  correct. 

Mr.  Williams.  Now,  that  slock  is  issued,  of  course,  to  the  different 
ones  that  have  either  paid  their  money  in,  or  to  whom  a  fee  is  due 
on  account  of  services  rendered,  or  on  account  of  land  that  was  fur- 
nished ? 

Mr.  Colean.  That  is  ordinarily  the  procedure. 

Mr.  Ford.  Why  nor  issue  it  to  the  corporation  and  let  it  say  who 
is  who? 

Mr.  Colean.  Well,  we  do  not  control  how  they  issue  their  stock. 

Mr.  Williams.  They  are  the  ones  that  have  the  investment  in  it? 

Mr.  Colean.  That  is  right. 

Mr.  Williams.  They  are  the  ones  that  receive  the  stock  when  it  is 
issued  ? 

Mr.  Colean.  Ordinarily,  that  is  true. 

Mr.  Willl\m8.  But,  now,  all  of  that  arrangement  is  made  before 
the  money  is  advanced  and  before  the  insurance  is  issued? 

Mr.  Colean.  Yes;  that  is  correct. 

Mr.  Williams.  In  other  words,  the  capital  stock  is  all  figured  out 
in  advance — ^I  mean  the  amount  of  the  stock? 

Mr.  Colean.  Yes,  sir. 

Mr.  Williams.  That  represents  the  difference  between  the  ap- 
praised value  which  you  put  on  the  property,  and  the  amount  of 
mortgage  that  goes  into  it? 

Mr.  Colean.  That  is  correct. 

Mr.  Ford.  Let  us  take  the  St.  Louis  property,  also,  and  after  it 
w^as  completed,  it  was  appraised  $2,016,000,  was  it? 

Mr.  Colean.  Yes;  that  is  right. 

Mr.  Ford.  That  is  the  total  appraisal? 

Mr.  Colean.  Yes;  that  is  right. 

Mr.  Ford.  $2,016,000?  Then  you  add  up  these  other  things  and 
they  amount  to  $416,000.  When  was  that  stock  issued  to  tiie  cor- 
poration? Was  it  issued  prior  to  the  completion  of  the  project,  or 
upon  the  completion  of  the  project? 

Mr.  Colean.  It  would  be  issued,  ordinarily,  at  the  start  of  the 
project,  when  the  corporation  is  formed  and  the  loan  is  closed.  Now, 
in  some  cases,  if  the  stock  is  being  paid  for  services,  it  may  not  all  be 
paid  until  those  services  are  completed;  but  ordinarily,  the  whole 
corporate  setup  is  completed  fit  the  time  the  loan  is  closed. 

Mr.  Ford.  Would  it  be  the  obligation  of  the  corporation,  itself, 
to  pay  these  individuals  in  stock,  or  would  it  be  the  obligation  of 
the  authority,  the  Administration? 

Mr.  Colean.  It  is  the  obligation  of  the  corporation. 
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Mr.  Ford.  Well,  now,  I  want  to  <ret  this  clear  in  my  mind,  if  I  can: 
When  this  Manhasset  project  was  completed,  it  had  a  value  of  $2,- 
016,000,  and  there  is  $1,600,000  loaned  by  the  insurance  company. 
The  corporation  that  orpinized— the  corporation  that  they  organized 
or  the  stockholdei-s— were  then  issued  $416,000  for  their  equity? 

Mr.  CoLEAN.  That  is  correct. 

Mr.  Ford.  Then  the  coriK)ration  distributed  the  $416,000  in  accord- 
ance with  whatever  the  individuals  in  the  cori)oration  were  entitled 
to  in  their  respective  pi^oportions? 

Mr.  CoLEAN.  That  is  correct,  as  I  understand  it.  I  believe  that  is 
correct. 

Mr.  Ford.  But  your  institution  had  no  control  over  where  this 
stock  went,  after  it  was  issued,  after  you  issued  it  ? 

Mr.  CoLEAN.  We  did  not  actually  issue  the  stwk.  You  understand 
that? 

Mr.  Ford.  You  authorized  it? 
Mr.  CoLEAN.  That  is  connect. 
The  Chairman.  You  did  not  care  where  it  went  ? 
Mr.  CoLEAN.  No;  they  might  sell  it,  if  they  wanted  to,  or  assign 
it  if  they  wanted  to. 

Mr.  Williams.  In  the  first  place,  in  order  to  have  a  cmporation, 
that  is  a  matter  of  State  law,  is  it  not  ? 
Mr.  CoLEAN.  That  is  correct. 
Mr.  WiLUAMs.  The  secretary  of  state,  or  the  corporation  authority 

in  the  State  that  issues  the  charter 

Mr.  CoLEAN.  It  is  a  State  corporation. 

Mr.  Williams.  And  under  the  law,  they  are  required  to  submit 
the  articles  of  the  corporation,  showing  wlio  the  owners  of  the  cor- 
poration are,  and  the  amount  of  stock  they  own,  and  the  offices  and 
tlie  records,  and  so  forth? 
Mr.  CoLEAN.  Yes,  sir. 

Mr.  WiLiJAMs.  And  they  also  have  to  make  representation  to  the 
State  authority  that  issues  the  charter  of  the  vahie  or  worth  of  the 
property  that  they  are  putting  into  the  corporation  ? 
Mr.  CoLEAN.  That  is  correct. 

Mr.  Williams.  That  has  to  be  approved  by  the  State  authority; 
that  is  right,  is  it  not  ? 
Mr.  CoLEAN.  That  is  correct. 

Mr.  Ford.  But  the  value  of  the  equity  is  certified  by  the  authority? 
You  could  not  i^ermit  them  to  issue  more  stock  than  the  value  of 
the  equity  that  you  set  on  that  property  ? 

Mr.  CoLEAN.  i  would  like  to  call  on  Mr.  Colton  on  that  point.  The 
fact  is,  that  we  could  limit  it  by  the  dividends. 

Mr.  CoLTON.  That  is  correct.  We  will  set  our  values  upon  the 
stock  and  fix  the  amount  of  dividends,  but  we  have  no  control  over 
that  stock  after  it  is  issued,  whether  they  want  to  call  it  $1  par, 
or  no  par. 

Mr.  Williams.  I  mean  the  value.  I  do  not  care  about  the  volume. 
You  could  have  a  million  shares? 

Mr.  CoLTON.  That  is  right.  We  fix  the  value  that  we  give  to  it 
for  the  purix)se  of  limiting  the  dividends,  that  is  a  big  factor  in  that 
situation. 


The  Chairman.  The  dividends  are  what  you  are  interested  in^ 

Mr.  CoLTON.  Yes,  sir. 

Mr.  Williams.  And  that  is  6  percent  ? 

Mr.  Colton.  That  is  6  percent  on  the  valuation  we  have  given  to  it. 

Mr.  Gifford.  Suppose  the  stock  is  issued  for  $171,000  on  the  land 
and  the  architects'  fees  for  $80,000,  and  the  title  costs  and  other  out- 
side expenses,  which  you  are  not  interested  in,  for  stock  issued  to  these- 
amounts  and  $120,000  actual  cash  is  put  in.  You  do  not  know  where 
the  cash  came  from,  but  it  has  been  suggested  that  the  $120,000  might 
be  furnished  by  contractors  and  subcontractors  who  would  get  con- 
tracts. It  does  not  make  any  difference  as  far  as  you  are  concerned. 
The  stock  ma,y  be  issued  to  various  people  for  various  reasons,  but 
what  I  cannot  understand  is.  why  all  of  the  stock  should  be  issued 
to  the  young  ladies  in  these  cases. 

Mr.  CoLEAN.  I  do  not  know  why  they  chose  to  assign  the  sto^-k 
in  the  manner  they  did.  but  I  do  not  se?  that  there  is  any  reason  to 
believe  that,  whatever  the  cause  may  have  lx»en,  the  issuance  of 
stock  was  not  a  legitimate  one. 

Mr.  GiFF'ORD.  Do  you  think  the  lawyer  who  searched  the  title  was 
willing  to  take  stock  and  let  it  be  held  by  the  young  lady? 

Mr.  Ford.  I  sup])ose  they  had  a  gentleman's  agreement. 

Mr.  Gifford.  The  whole  thing  seems  like  a  gentleman's  agivemenr. 

Miss  Sumner.  Mr.  Chairman,  is  this  our  last  day  of  evidenced 

The  Chairman.  I  am  hoping  so. 

Miss  Sumner.  May  I  ask  one  more  question,  then  * 

I  notice  in  reading  the  hearings  before  the  Senate,  Mr.  McDonald 
remarked  that  some  of  the  new  Members  wei-e  very  much  confused 
and  did  not  understand  the  bill  very  well,  after  he  had  talked  it 
ovei-;  and  the  fact  was,  that  it  was  not  introduced  in  a  way  in  which 
we  could  understand  the  historical  background,  and  I  wonder  if, 
before  you  finish  your  testimony,  you  care  to  give  us  a  short  sunmiary 
of  the  background  of  the  bill  ? 

Mr.  CoLEAN.  I  would  like  to  have  Mr.  Ferguson  do  that,  if  that 
will  be  agreeable  to  you. 

Mr.  Gifford.  Was  that  a  solicited  telegram  about  Mr.  Deal? 

Mr.  CoLEAN.  Yes;  this  telegram  was  sent  to  Mr.  McDonald,  who 
got  in  touch  with  Mr.  Vardaman,  who  is  a  friend  of  his  in  St.  Louis, 
in  whom  he  had  confidence,  and  asked  him  for  what  his  opinion  of 
Mr.  Deal  was. 

Mr.  Gifford.  Did  he  send  one  about  Mr.  Bradshaw  and  get  a  reply 
also? 

Mr.  CoLEAN.  This  refers  to  Mr.  Bradshaw. 

Mr.  Gifford.  What  is  that  ? 

Mr.  CoLBAN.  This  telegram  refers  also  to  Mr.  Bradshaw. 

Mr.  Gifford.  Did  you  reiid  that  telegram  into  the  record? 

Mr.  CoLEAN.  Yes,  and  it  says : 

His  associates,  Carl  Forline  and  Preston  Bradshaw,  are  also  well  and  favor- 
ably known  to  me  and  are  relatively  as  worthy  as  Mr.  Deal. 

Mr.  Kean.  Mr.  McDonald  stated  yesterday  that  this  section  is  the 
most  difficult  thing  that  he  ever  had  to  administer.  Do  you  not 
think  it  is  quite  possible,  at  some  future  time,  if  this  is  administei*ed 
by  someone  who  is  not  quite  as  able  as  Mr.  McDonald  and  yourself 
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Imve  been,  t}»at  heavy  losses  might  result  to  the  Government  under 
his  sectimi,  which  involves  such  large  su.ns  of  7°"«y/"d  "».  ™ 

there  is  such  a  huge  temptation  for  i)eople  to  attempt  to  get  some 

tliiiiff  out  of  the  (iovei-ument  for  nothing! 

M?  C^le'n  Veil,  I  do  not  want  to  pin  any  flowers  oil  us,  or  on 

our  Dartkuiarbnutd  of  administration:  but  we  have  tried  to  d.,  the 

b^t^Swe  taew  how,  and  we.have  tried  to -tabhsh  certam  pru^. 

«1pv  in  the  matter  of  regu  ations  and  policy,  and  so  toun,  wniiii 

w^.1 1  tei  d  to    re  vent  the'abuses  of  the  sort  you  mentioned    I  do  no 
h"„k    t    s  l^ible,  in  this  type  of  thing,  either  by  regulation  or 

law  to  leirislate  out  the  possibility  of  mcompetence. 
Mr  S   Is  ?his  not^  dangerous  thing,  from  the  Government's 

P"irc;S"p".Snf.irt  Shriith  tl.  type  of  control  we 
hav/oSXnd  the  margins  that  we  ^-^  *  V«-  our  n^^^^ 
any  more  dangeroiis  than  the  other  parts  of  this  msui.ince  activity. 
That  is  my  own  opinion. 

Mr  Kt'is'XwfMr.  McDonald,  as  I  understood  him,  recom- 
meSeK  we  take  s^tion  210  out  of  this  bill.  I  think  he  di^ussed 
rSr  fully.    Are  you  in  position  to  discuss  the  reasons  why  that 

**"^*  CoifrWeU,  the  reason  that  prompted  his  statement  was 
simply  ih^  Under  section  210  we  are  prmitted  to  make  mortgages 
rSlLme  properties  up  to  $200,000  wSiout  any  of  these  corporate 
controls  or  safeguards  that  we  have  under  section  207. 

M^Wi^iAMS^  In  other  words,  anybody  can  own  the  projects  under 

"^Mr^cSiAN.  Yes;  it  may  be  an  individual  or  a  corporation,  and 
it  dL  n^have  to 'be  a  s^:ial  corporation  set  up  for  the  purpose. 

We  have  no  control  over  that ;  we  have  no  control-^ ,,iiHp«t 

Mr.  Ford.  In  other  words,  it  i^ermits  speculation  of  the  wildest 

Mr  CoLEAN.  Well,  it  leaves  the  way  open  for  it. 

The  ChIorman.  You  do  not  have  a  limited-dividend  provision? 

Mr.  Colean.  That  is  correct. 

Mr.  WiLUAMS.  Why  not  amend  It  m  that  way,  then « 

Mr  CouEAN  Well,  if  it  were  amended  in  that  way,  it  would,  it 
seems  to  me  probably  be  the  same  as  taking  it  out,  because,  under 
Son  207,  we  can  and  do  frequently  insure  projects  with  mortgages 

""""mv.  wS*8.  How  low  do  you  go?    What  is  your  lowest  pro- 

'  Mr  CoLEAN.  Under  207,  we  have  gone  as  low  as  $35,000. 

Mr.  FoBD.  What  control  do  you  have  concerning  those  i 

Mr.  CoLEAN.  Well,  we  have  the  same  control  we  have  over  the 
lar-e  ones,  except  we  are  able  to  write  m  a  little  simpler  form 

Mr.  Bbown.  Why  should  you  not  put  same  safeguards  around  the 
individuals  as  you  do  corporations? 

Mr.  Coi^..N.  Unless  you  can  ^parate  these  activities  from  hs 
other  activities,  through  separate  books,  accounts,  and  so  forth,  it  is 
pretty  difficult  to  do. 
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Mr  WiuJAMS.  I  do  not  see  any  reason-if  you  have  gone  as  low 
as  $50,000  under  section  207-1  cannot  see  any  reason  for  having  sec- 

*' Mr^^ro^AN  The  reason  it  was  put  in  last  year  was  that,  up  to 
thSiiSe'^e  had  very  little  under;$200,0()0..  Our  a^rage  mortgage 
wn<5  something  like  $800,000,  and  today  it  is  $500,000.  It  was  telt 
tZt  t  was  del irable  to  stimulate  the  building  of  .^^J^f  apartments 
in  smaller  communities,  and  that  that  section  would  help  to  do  it. 
mT  WiixxAMS.  What  about  the  relative  cost  of  administration  on 

%raIilK?  Well,  of  course,  one  objection  to  operating  small  proj- 
ectsund^S  is  that  it  involv'es  a  certain  amount  of  expense  on  the 
part  of  the  sponsor  to  set  up  and  manage  the  corporation;  and,  of 
course,  it  does  involve  a  certain  amount  of  expense  on  our  part. 

Mr.  Williams.  It  would  make  it  pretty  exj^nsive-it  seems  to  me 
that  it  would-to  operate  a  small  project  ""der  section  207. 

Mr.  CoLEAN.  That  is  the  reason  for  putting  in  section  210  Of 
course,  from  the  point  of  view  of  our  Admimstration,  if  we  have  a 
number  of  small  projects  in  one  community,  the  admimstrative  ex- 

^^Sfr.  oS^R^.^'^would  like,  for  my  own  personal  satisfaction,  to 
say  that  I  wrote  a  bank  once  and  asked  it  for  a  report  on  the  Pun. 
derford  Co.,  Inc.,  in  New  York  City,  the  purchasing  agent  for  three 
of  the  largt^t  hotels  in  New  York  City.  I  had  a  very  flattering  re- 
port from  the  bank  I  wrote  to  relative  to  their  soundness,  bounty, 
and  so  forth.  They  failed  within  about  2  months,  owing  more  than 
$200,000,  and  I  lost  $2,000  on  my  reliance  on  the  bank's  recommenda- 
tion I  should  be  glad  for  the  officers  of  that  company  to  read  this 
slatemenr  You  must  forgive  me  for  looking  on  some  of  these  things 

with  a  little  bit  of  doubt.  „  .  ,    j     -.x,  xir.  r-^i^on     Wa 

The  Chairman.  I  suppose  we  have  fimshed  with  Mr.  Colean.    We 

thank  you,  Mr.  Colean. 
Now,  off  the  record.  j  \ 

(Here  followed  discussion  off  the  record.)  n  „*  ♦i,„ 

(Thereupon  the  committee  adjourned,  subject  to  the  call  of  the 

'^  (The  following  were  submitted  for  the  record:) 

The  Amekican  Bankers  Association, 

Washington,  D.  C,  March  IS,  19S9. 

Hon.  Henky  B.  Steagall,  „     . .  jr.  ™™.v„ 

Chairman,  House  Committee  on  Banking  ana  Currency, 

^  '  House  of  Representatives,  Washington,  D.  V. 

DEAR  Mr  Steoall  :  The  House  Banking  and  Currency  Committee  has  before 
it  H  R.  32^,  Xch  proposes  to  amend  title  11  oftl^e  National  Housing  Act 

The  American  Bankers  Association  has  a  membersljip  of  13,600  banta  ant  of 
approximately  15,000  banks  in  the  United  States  and  i^  P«f  ?«/'°f  „,Jir! '^f 
inauguration  of  the  National  Housing  Act  a  large  °""'»>f'^  »'_''«"^«' "m^  of  the 
the  Association,  have  qualified  as  approved  mortgagees  «°de'-  the  terms  of  the 
act  and  the  regulations  of  tlie  Federal  Housmg  Administrator.  Their  P-irtici 
Mtlon  in  thfs  program  of  the  Federal  Government  has  had  a  material  and 
teneTcial  influence  upon  the  economic  stability  of  this  country  through  encourag- 
ing home  ownership  and  increasing  opportunities  for  employment. 

Under  the  terms  of  the  above-mentioned  bill  certam  powers  now  vested  m  the 
Federal  Housfng  Administrator  with  respect  to  °^o';tf  f^"«"^«J«  ""^^t.n^'jl 
11  of  the  National  Housing  Act,  which  expire  J"°?,30,  1939.  would  ^  ^'^^^ 
indefinitely  and,  in  addition,  the  Insurance  authorization  would  be  Increased  to 
$6,000,000,000. 
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The  American  Bankers  Association,  through  its  committee  on  Federal  legisla- 
tion, desires  to  go  on  record  on  behalf  of  the  membership  and  recommends  to 
Congress  that  it  authorize  the  continuation  of  the  present  power  of  the  Federal 
Housing  Administrator  to  insure  mortgages  on  existing  construction. 

The  association  believes  that  under  existing  conditions  of  home-mortgage 
financing  it  would  be  against  the  public  interest  to  permit  the  termination  at 
this  time  of  any  of  the  present  powers  of  the  Administrator  and  that,  with 
respect  to  the  insurance  of  mortgages  on  existing  construction,  this  power  should 
be  extended  for  a  further  limited  period. 

It  is  further  believed  that  the  aggregate  amount  of  mortgage  insurance  author- 
ized by  Congress  should  be  increased  to  an  amount  which  will  adequately  meet 
the  needs  of  home  financing. 

It  is  especially  desirable  that  section  5  of  the  bill,  adding  a  new  paragraph  to 
section  203  of  title  II  be  approved  by  Congress  in  order  that  the  validity  of  any 
contract  of  insurance  shall  be  incontestable. 
Yours  sincerely, 

A.  I..  M.  Wiggins, 
Chairman,  Committee  on  Federal  Legislation. 


[Telegram] 


Chicago,  III.,  February  23,  1939. 
fion.  Henby  B.  Steagall, 

Senate  Office  Building,  Washington,  D.  C: 

Need  for  early  passage  of  F.  H.  A.  amendments  is  urgent  if  spring  and  summer 
real-estate  activity  is  to  get  under  way,  especially  in  the  building  field.  We 
consider  it  essential  that  mortgage  insurance  on  existing  structures  be  retained 
if  real-estate  market  is  to  be  maintained.  Elimination  of  insurance  on  existing 
structures  would  greatly  hamper  new  building.  We  believe  also  in  importance 
of  retaining  title  I  and  in  placing  a  six-billion-dollar  ceiling  on  permissible 
mortgage  insurance.  We  respectfully  urge  early  action  by  your  conmiittee  and 
by  Congress  on  this  matter. 

Hebbert  U.  Nelson, 
Executive  Vice  President,  National  Association  of  Real  Estate  Boards. 


The  National  Bank  of  Opelika, 

Opelika,  Ala.,  January  2Jf,  1939. 
Hon.  Henby  B.  Stbagaix, 

Member  of  Congress,  Washington,  D.  C. 

Deab  Sib  :  In  reply  to  your  letter  of  January  20,  the  following  are  our  sugges- 
tions and  exi)eriences  in  connection  with  United  States  housing  loans. 

Our  bank  has  been  making  title  II  loans  regularly  since  October  1935,  and 
at  present  are  carrying  $240,000  in  this  class  of  securities.  We  have  not  as  yet 
had  a  foreclosure  and  are  pleased  to  state  that  we  have  never  handled  loans 
of  any  nature  that  have  proven  more  satisfactory  from  the  standpoint  of 
liquidation  according  to  the  terms  of  the  contract. 

In  recent  months  banks  making  title  II  loans  have  been  requiring  title 
insurance,  thereby  avoiding  the  necessity  and  delay  of  having  abstracts  ex- 
amined by  legal  departments  of  purchasers.  This  policy  increases  the  liquidity 
or  sale  ability  very  materially  in  the  event  of  demands  for  funds  for  other 
purposes. 

Owing  to  the  fact  that  title  II  loans  are  fully  guaranteed,  backed  up  by  two 
Government  purchasing  agencies,  to  say  nothing  of  sales  to  insurance  companies 
and  other  corporations,  it  appears  as  though  it  is  hardly  possible  for  a  bank  to 
secure  a  safer  and  more  liquid  loan. 

We  know  that  in  cooperating  we  are  conducting  a  safe  and  sound  banking 
program  as  well  as  assisting  the  second  largest  Industry  of  our  Nation.  There- 
fore, we  feel  that  institutions  making  loans  of  this  nature  should  be  permitted 
to  keep  their  surplus  so  employed  until  they  can  be  placed  in  loans  of  other 
channels  of  industry. 

It  appears  as  though  it  would  be  a  good  plan  to  assist  cooperating  institu- 
tions or  banks  by  placing  loans  of  this  nature  in  some  class  other  than  real 
estate  or  raise  the  limits,  which  at  present  places  a  restriction  of  60  percent  of  a 
bank's  capital  and  surplus  or  savings  deposits,  whichever  is  the  greater. 
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In  the  case  of  our  bank,  we  are  diligent  in  trying  to  care  for  every  sound 
commercial  and  agricultural  loan  as  well  as  sound  loans  of  other  natures  pre- 
sented to  us  by  citizens  of  our  trade  area,  and  yet,  if  we  are  compelled  to  hold 
our  loans  herein  referred  to  within  the  confines  of  present  restrictions,  our  in- 
come will  be  reduced  as  much  as  $6,000  per  annum.  In  addition  to  this,  we  wiU 
be  placed  m  the  position  of  carrying  an  excessive  amount  of  idle  or  surplus 
funds,  or  forced  into  the  bond  market,  purchasing  securities  of  a  less-attractive 
yield  and  a  speculative  nature. 

You  are  acquainted  with  our  section  and  doubtless  know  that  a  small  minority 
of  banks  in  a  radius  of  200  miles  of  us  have  seen  fit  to  cooperate  in  this  program  • 
therefore,  the  demand  on  coperating  institutions  is  ahnost  unlimited 

In  the  event  of  an  emergency  the  Federal  Reserve  bank  will  discount  this 
paper  for  us  from  80  to  100  percent,  thereby  furnishing  a  ready  source  for  funds 
for  almost  any  demand. 

In  view  of  the  fact  that  this  paper  is  fully  guaranteed,  it  seems  that  it  would 
be  fair  for  it  to  carry  the  same  discount  rate  as  funds  borrowed  against  90-dav 
commercial  paper  or  Government  bonds.  It  certainly  is  as  liquid  and  nossiblv 
more  so  than  the  usual  run  of  commercial  loans.  POShiDly 

It  seems  as  though  it  might  be  a  good  plan  to  permit  the  use  of  these  securitiea 
as  security  to  Postal  Savings  and  other  GovernmVnt  deposits  securities 

f^of-lf  ^^P^^^^^P*^®  convinces  us  that  the  affairs  of  the  Federal  Housmg  Adminis- 
tration  are  being  managed  very  efficiently,  and  it  is  a  pleasure  to  us  to  be^ 

everlreated""       """  '''''^^'''  ''''^  ^'^''"^  *^^  ""^"^  ^^"^^^^«^  Government  ageS 

latToTinThihoSo^'  ""  ''  "^"^  '^"^^*  ''  ^^"  ^  ^^^^™^  ^'  ^^-^  '^ 
With  all  good  wishes. 
Sincerely  yours, 

J.  H.  MoBOAN,  Vice  President. 


Sears,  Roebuck  &  Co., 

Hon.  Henby  B.  Steagall,  ^'^*^"^^'  ^^'"^'^  ^^'  ^^^^• 

Chairman,  House  Committee  on  Banking  and  Currency, 

Washington,  D.  C. 
Deab  Congbessman  Steagall:  With  reference  to  the  hearings  before  vour 
ajibcommit  ee  on  the  pending  amendments  to  the  Federal  Housing  Admfnistra- 
ite  autSy.         '  '"'''^'^  ""''^  ^^  ^'^^'^  amendments  to  continL  and  extend 

May  I  urge  the  enactment  of  such  legislation? 
Very  truly  yours, 

R.  B.  Wood, 
Chairman  of  the  Board. 


fTr.  .1..  IX  .,     ,.  Washington,  D.  C,  March  U,  1939. 

We  want  to  certify  to  your  committee  and  the  Members  of  Congress  that  this 
tissoeiation  IS  heartily  in  favor  of  the  method  of  financing  builS  c?n.struct^^^^ 

Z  In  "^fi?/  ^^'  ^^^'""^  .^^"^^'^^  Administration  under^lle  SnTSng 
Act  In  the  experience  of  our  members,  this  type  of  Government  ser%^cp^f 
essential  m  respect  to  general  business  recovery  ^'overnment  service  is 

TieTed'r  m'o^e''?Lni''^l^^"'^"^  Administration  financing  should  really  be 
IZ^^w.  ^1  ^        ^^^  ?  recovery  measure  and  should  like  to  mention  brieflv 

ot\on!i^J^^^r^J^^:t  Hou^tag  Administration  l>as  created  a  new  style 
m  desir™ble  as  tfha™  p.™^'"^^  *"*'  established  principles  have  been  found 
tot^  as  to  have  earned  widespread  approval  and  to  be  generally  iml- 
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3.  Federal  Housing  Administration  experts  have  shown  that  tbey  know  better 
what  home  planning  is  good  for  the  public  than  tl^eprivfe  builder  kn^^^^^^ 
even  that  they  know  better  what  is  good  for  the  private  builder  than  he  himseil 

'TFeder'al  '^!u^X^lZr^^^^  eliminated  the  undesirable  type 

""'s'^L^ndtrin'™^    now  largely  prefer  to  lend  in  conjunction  with  Federal 
Housing  Administration  insurance  rather  than  on  an  mdei)endent  basis. 

6  FederarHousing  Administration  is  not  operated  in  any  degree  as  a  spending 
agency— the  administration  being  conducted  by  conservative  mortgage  experts 
well  educated  in  the  school  of  real-estate  financing.  ^     .  „ 

7  Federal  Housing  Administration  has  been  the  direct  cause  of  producing 
much  needed  additional  homes  throughout  the  country  at  moderate  cost. 

8.  Federal  Housing  Administration  has  produced  large-scale  developments  with 
all  of  the  attendant  advantages  of  a  unified  and  extensive  development  mcl^^^^^^ 
neighborhood  center,  playgrounds,  and  other  advantages  otherwise  unobtamable 
exceot  in  large-scale  operations.  ,.    •     ,.     „««««^ 

9   The  Federal  Housing  Administration   system  tends  to  eliminate  second- 
mortgage  financing  with  all  its  vices.  .  4.«««.|«« 
In  vifw  of  all  the  foregoing,  we  consider  that  Federal  Ho"^°f^Adminis^^^^^^^^^^ 
is  an  agency  of  the  Government,  which  in  all  respects  has  ?«sti^,^d  its  existence 
and  we  heartily  recommend  that  it  be  enabled  to  continue  its  activities  and  that 
the  pending  amendments  to  the  statute  be  speedily  approved. 
Respecfully  submitted.                                    National  Business  Associates, 

By  Herman  A.  Bayern,  President. 
JosBTHus  C.  Trimble, 

Vice  President. 


New  York  State  Bankers  Association, 

Neto  York  City,  February  20,  X9S9, 

Hon.  Henry  B.  Steaoall, 

Chairman,  House  Committee  on  Banking  and  Currency, 

House  of  Representatives,  Washington,  D.  C. 

Dear  Chairman  Steagalt.:  The  committee  on  legislation  of  the  New  York 
State  Bankers  Association  is  anxious  to  have  H.  R.  3232,  containing  the  amend- 
ments to  the  National  Housing  Act,  carry  a  further  amendment  so  as  to  extend 
the  present  provisions  of  title  I  of  the  National  House  Act  for  the  insurance 
of  modernization  loans  from  July  1,  1939,  to  July  1,  1941. 

We  know,  of  course,  that  you  have  concluded  your  hearings  on  this  bill,  out 
we  should  appreciate  greatly  your  consideration  of  this  proposed  amendment 
by  the  committee  in  executive  session.  .  ,    ,  ^  ^u      o 

The  committee  is  of  the  opinion  that  the  extension  of  title  I  for  another  j 
years  would  be  extremely  beneficial  to  the  home  owners  of  the  country  and 
would  facilitate  greatly  the  financing  of  repairs  and  renovations  so  necessary 
to  preserve  or  improve  the  value  of  countless  residential  properties. 

Your  every  courtesy  in  this  matter  will  be  appreciated. 

Very  truly  yours, 

Paul  G.  Reilly, 

Counsel  to  the  Committee  on  Legislation  of  the  New  York  State  Bankers 

Association. 

Fort  Wayne.  Ind.,  February  28,  1939. 
Congressman  H.  H.  Steagall, 

Chairman,  Banking  and  Currency  Committee, 

House  of  Representatives,  Washington,  D.  C: 

We  heartily  favor  continuation  of  Federal  Housing  Administration  insurance 
of  loans  on  existing  construction.  We  do  not  believe  that  a  market  for  new 
houses  can  be  successfully  maintained  if  the  opportunity  for  adequate  financing 
is  withdra>wn  from  existing  homes.  We  are  heartily  in  favor  of  the  entire 
Federal  Housing  Administration  program,  having  invested  over  $10,000,000 
in  these  mortgages  and  can  see  no  possible  reason  why  the  program  is  not 
eaually  sound  for  both  new  and  existing  construction. 
^  Wm.  B.  F.  Hall, 

Lincoln  National  Life  Insurance  Co. 
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The  Jemison  Companies, 
Birmingham,  Ala.,  March  1,  1939. 
Re  Federal  Housing  Administration. 

Hon.  Henry  B.  Steagall, 

Washington,  D.  C. 

Dear  Steagall:  I  respectfully  urge  and  recommend  your  strong  support  of 
the  proposed  amendments  to  the  National  Housing  Act  which  will  continue 
Federal  Housing  Administration  mortgage  insurance  on  existing  homes  as  well 
as  on  new  construction. 

In  my  opinion  it  will  also  be  desirable  to  continue  mortgage  insurance  under 
title  I  for  repairs  and  construction  of  new  homes  up  to  $2,500  and  to  increase 
by  $3,000,000,000  the  amount  of  permissible  mortgage  insurance. 

I  believe  it  would  be  a  very  serious  blow  to  the  real-estate  market  if  existing 
homes  are  denied  the  benefit  of  Federal  Housing  Administration  mortgage  insur- 
ance after  July  1,  1939. 

Very  cordially  yours, 

RoBT.  Jemison,  Jr. 


Cincinnati,  Ohio,  February  28,  1939. 
Hon.  Henry  B.  Steagall, 

Chairman,  Banking  and  Currency  Committee, 

House  of  Representatives,  Washington,  D.  C: 

This  company  has  invested  many  millions  in  insured  Federal  Housing  Admin- 
istration mortgages  of  all  kinds  and  is  heartily  in  favor  of  the  extension  and 
expansion  of  the  Housing  Act.  We  feel  that  the  extension  of  the  provision  rela- 
tive to  insurance  on  loans  on  existing  property  is  of  utmost  importance  in  order 
that  no  person  may  be  deprived  of  the  privilege  of  purchasing  existing  proi)erty 
within  their  means  under  the  privileges  now  afforded  by  the  Housing  Act. 
Elimination  of  this  feature  would  adversely  affect  the  real-estate  market  for 
existing  properties. 

George  Pansiera, 
Treasurer,  the  Union  Central  Life  Insurance  Co.,  Citwlnnati,  Ohio. 


Minneapolis,  Minn.,  Febi^ary  18,  1939. 
Senatob  Wm.  B.  Bankheao, 

Chairman,  Subcommittee,  Banking  and  Currency. 

The  600  members  of  the  Mortgage  Bankers  Association  of  America  are 
practically  unanimous  in  favoring  the  amendments  to  the  Federal  Housing 
Act  now  under  consideration  by  your  committee  and  likewise  favoring  a  fur- 
ther amendment  with  regard  to  farm  loans  to  abolish  requirement  that  15 
percent  of  the  investment  be  spent  in  improvement  of  the  buildings.  Will  you 
please  reiad  this  to  the  committee  and  incorporate  it  in  the  record  of  your  hear- 
ing on  these  amendments? 

S.  M.  Waters, 
President,  Mortgage  Bankers  Association  of  America. 


The  Phoenix  Insurance  Co., 
H.  E.  Wilkin s  Co.,  Resident  Agent, 

Bartlesville,  Okla.,  March  8,  1939. 
Hon.  Henry  B.  Steagall, 

House  Office  Building,  Washington,  D.  C. 

Dear  Sm:  In  the  regular  meeting,  today,  of  the  Bartlesville  Real  Estate 
Board,  the  subject  of  discussion  was:  "The  effect  of  F.H.A.  upon  the  Value 
and  Development  of  Real  Estate  in  this  Community."  It  was  the  opinion  of  all 
members  present  that  it  has  been  one  of  the  greatest  stimulating  forces  that 
could  have  been  applied  to  real  estate,  both  from  the  standpoint  of  development 
and  the  stabilizing  of  values. 

Certain  phases  of  the  law  will  expire  on  July  1,  and  It  is  our  opinion  that 
if  some  Action  is  not  taken  to  reinstate  these  provisions,  the  owners  of  the  older 
homes  will  sustain  a  very  material  loss  and  most  of  the  old  property  will  be- 
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come  stagnant,  tberefore,  we  urgently  request  that  you  give  serious  considera- 
tion to:  ^         X      i.1 
(o)  Continuing  title  insurance  for  the  repair  of  old  houses  and  construction 

of  new  houses  up  to  ^500. 

(6)  Continue  mortgage  insurance  on  existing  construction. 

(c)  Increase  the  amount  of  permissible  mortgage  insurance  to  meet  the  an- 
ticipated needs. 

We  believe  these  are  vital  and  should  be  continued. 

Yours  very  truly,  «        „  « 

Babtlesvtluc  Real  Estate  Boabd^ 

By  H.  E.  WIT.KIN8,  President. 


ViBGiNiA  State  Chambeb  of  Commbbcb, 

Richmond,  March  6,  1939, 

Hon.  HCNBY  B.  Steaoall, 

Chairman^  Committee  on  Banking  and  Currency, 

House  Office  Building,  Washington,  D.  C. 

My  Dear  Mr.  Steagaix:  We  feel  that  the  activities  of  the  Federal  Housing 
Administration  have  been  among  the  most  useful  of  Government  institutions 
in  recent  years.  Benefits  from  this  program  have  filtered  through  the  whole 
economic  community,  have  helped  to  lift  the  building  industry  to  a  place  of 
leadership  in  industrial  activity  and  employment,  and  have  helped  add  hundreds 
of  thousands  of  new  homes  to  the  assets  of  the  United  States.  But  millions 
of  additional  homes  need  to  be  built— to  replace  old  and  obsolete  houses,  to 
provide  housing  to  meet  normal  increases  in  our  population. 

In  view  of  these  facts,  we  feel  that  the  Congress  should  act  favorably  upon 
the  proposed  amendments  to  the  Federal  Housing  Administration  law,  which 
amendments  are  now  before  your  committee  for  action.  These  amendments, 
namely,  (a)  to  continue  mortgage  insurance  on  existing  construction  after  July 
1;  (6)  to  continue  title  I  provisions  for  repairs  and  construction  of  new  homes 
op  to  $2,500;  (c)  to  increase  the  total  of  permissible  mortgage  insurance  from 
13,000,000,000  to  $6,000,000,000,  appear  eminently  justified  and  demanded  by  the 
record  of  usefulness,  by  the  success  of  the  Federal  Housing  Admmistration 
program  in  the  past  and  by  the  fact  that  to  fail  to  enact  these  amendments  the 
impetus  that  has  been  given  the  building  industry  by  Federal  Housing  Admin- 
istration stands  in  danger  of  being  retarded  seriously. 

We  trust  that  your  committee  will  find  it  desirable,  in  consideration  of  the 

benefits  that  have  accrued  from  the  Federal  Housing  Administration  law,  to 

report  favorably  the  amendments  to  it  that  will  continue,  extend,  and  enlarge  its 

usefulness. 

Very  truly  yours,  _    _  «      .^    * 

RAYMOND  B.  BOTTOM,  President, 


House  Conoureent  Resolution  No.  10  of  the  State  of  Kansas 

By  Mr.  Kessler 

A  concurrent  resolution  memorializing  Congress  in  regard  to  certain  provisions 
of  the  "National  Housing  Act  amendments  of  1988." 

Whereas  Congress  enacted  in  1938  the  so-called  National  Housing  Act  (H.  R. 
8730)  amendments  of  1938 ;  and 

Whereas  subsection  (a)  of  section  2  of  the  National  Housing  Act  as  amended 
In  1938  which  relates  to  insurance  against  certain  losses  and  which  authority 
expires  on  July  1,  1939;  and 

Whereas,  section  203  (a)  limits  mortgages  to  be  insured  after  July  1,  19iJ9, 
to  (1)  loans  upon  property  not  yet  completed,  (2)  loans  upon  dwelling  houses 
commenced  since  January  1,  1937,  or  (3)  loans  upon  dwelling  houses  con- 
structed prior  to  January  1,  1937,  where  such  houses  have  previously  been  a 
security  for  an  insured  loan;  and 

Whereas  section  203  b  (3)  provides  that  until  July  1,  1939,  the  maturity 
of  mortgage  insurance  is  20  years  and  after  such  date  will  be  25  years  from 
the  date  of  the  insurance  of  the  mortgage ;  and 
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Whereas,  section  203  (c)  relating  to  premium  charges  for  insurance  of  mort- 
gages expires  on  July  1,  1989 ;  and 

Whereas  section  204  (a)  relating  to  the  payment  of  insurance  expires  on 
July  1,  1939:  Now,  therefore,  be  it 

Resolved  hy  the  House  of  Representatives  of  the  State  of  Kansas,  the  Senate 
concurring  therein,  That  the  Congress  of  the  United  States  at  its  present  sitting, 
be  and  the  same  is  hereby  urgently  requested  to  enact  such  legislation,  that  will 
extend  the  provisions  mentioned  in  the  preamble  to  this  resolution  to  those  parts 
of  the  "National  Housing  Act  amendments  of  1938"  (H.  R.  8730)  which  expire; 

and  be  it  further  ,  .  ^    ,    ,      ^  .^     ^ 

Resolved,  That  this  resolution  be  engrossed  by  the  chief  clerk  of  the  house 
of  representatives  and  the  secretary  of  the  senate  and  that  copies  thereof  be 
transmitted  by  the  secretary  of  state  to  the  Senate  and  House  of  Representa^ves 
of  the  United  States  and  to  several  members  of  said  bodies  representing  this 
State  therein,  and  to  the  President  of  the  United  States. 


Heath  Moore  &  Co., 
Kansas  City,  Mo.,  March  6,  1939. 
Hon.  Henry  B.  Steagaix, 

Chairman,  Committee  on  Banking  and  Currency, 

House  of  Representatives,  Washington^  D.  C. 

Dear  Sir:  I  am  taking  the  liberty  of  advising  you  of  the  approval  of  tliis 

company  of  House  of  Representatives  bill  No.  3232.    We  feel  that  the  Federal 

Housing  Administration  program  has  been  so  substantial  a  factor  in  stimulating 

the  construction  business  that  it  would  be  a  misfortune  to  have  any  of  it* 

activities  diminished. 

Very  truly  yours, 

Heath  Moobe. 


The  Real  Estato  Association  of  the  State  of  New  York, 

Albany,  N.  Y.,  February  28,  1939, 

Hon.  Henry  B.  Steaqall, 

Chairman,  House  Committee  on  Banking  and  Currency, 

Washington,  D.  C. 

Dear  Mr.  Steagaix  :  The  Federal  Housing  Administration  has  had  a  tremen- 
dous influence  in  revitalizing  the  real-estate-construction  industry.  Real-estate 
conditions  are  such  that  the  stimulating  effect  of  the  Federal  Housing  Adminis- 
tration is  still  definitely  needed. 

We  understand  that  the  $3,000,000,000  of  permissible  mortgage  insurance 
authorized  under  the  present  law  is  almost  exhausted.  We  emphatically  urge 
that  an  additional  $3,000,000,000  be  authorized.  If  an  additional  amount  of 
insurance  is  not  authorized,  the  ceiling  will  soon  be  reached  resulting  in  drastic 
curtailment  of  new  residential  construction,  which  is  universally  recognized  to 
be  both  needed  and  desired. 

We  have  previously  written  you  urging  approval  to  the  amendments  to  the 
Federal  Housing  Authority  which  will  continue  mortgage  insurance  on  ex- 
isting construction  after  July  1,  and  to  continue  title  I  for  repairs  and  construc- 
tion of  new  homes  up  to  $2,500.  We  again  urge  favorable  consideration  of  these 
amendments  and  feel  that  you  will  agree  that  real-estate  conditions  have  not 
sufficiently  improved  to  justify  a  lapse  of  these  provisions. 

Sincerely  yours, 

Ray  Hofford, 

Executive  Vice  PresidenK 


Resolution  Passed  at  the  Twenty-second  Annual  Convention,  New  Jersey 
Association  of  Real  Estate  Boards,  December  10,  1938,  Hotel  Tbaymore, 
Atij^ntic  City,  N.  J. 

New  Jersey  Association  of  Real  Estate  Boards, 

Newark,   N.   J, 

Whereas  the  National  Housing  Act  has  been  of  great  benefit  to  the  welfare 
of  the  Nation  and  to  the  real-estate  business  by  encouraging  home  ownership 
and  by  stimulating  the  building  of  new  homes ; 
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«f r3.^tlf*®  i^  *^  *^"^  ^^^^""^  *^  ^^«  this  constructive  legislation  continued  and 

Telle  frZ?  T''"'  ^'.'^"2?  P"*^^^^  P^»^^^^-  Therefore  ^  .^  ^'"^ 

«nd  fhl  tf;    »?**  ^,^  "^^^  the  officials  of  the  Federal  Housing  Administration 
Hon  ^f  .?.   '^^^^^  ""^  Congress,  to  give  favorable  consideration  to  XenSca 
Ih^J^  H  ^  National  Housing  Act  so  as  to  make  possible  after  Jufv  1    1939 
is  nf^Pw  I  ^f,?°^^"^«^^f  of  mortgages  on  existing  dwellings  on  the  same  basfs 
^if  nnTL   '^''"'T;.  ^"^  *^^^  ^^""^  properties  built  previous  to  Januarv  1   1937 
^11  not  be  compelled  to  enter  the  real-estate  market  at  a  marki  Svantage  • 
?oifrtl?of  r  ""^^^^^^  continuation  of  both  the  25-year  amortization  anSone^ 
CnrLf,     P^T-^"^  mortgage  insurance  premium  on  loans  not  exceeding  $5  400^ 
tnl%';;  TdT  u' f^rthef  ^^'  "^""^  ^^^^^^"^  ^^"«  ^^  '^  stimulati^g^Lt^ 
•«^7^'^*?'  '^u^^  '!f  ^'''^^  ^^^  officials  of  the  Federal  Housing  Administration 
^«  HH.%^^?l^vf '^t''^^^"^'^^*''  ^^  ^^"tinue  the  provisionsT  he  tm/on  kn^^^ 
n?i  onrii''^    ^^  National  Housing  Act  with  respect  to  (a)  loansTotT^  excSs 
of  $10,000  outstanding  per  single  piece  of  property,  to  repair,  alter  or  Tmnrove 

[SEAL] 

Attest : 


A.  N.  Lock  WOOD,  President, 


Edouina  Gano.  Executive  Secretary. 


Atlanta  Real  Estate  Board. 
Hon.  Heney  B.  Steaoall,  Atlanta,  Oa.,  February  28,  1939. 

Chairman,  House  Banking  and  Currency  Committee, 

House  Office  Building,   Washington,  D.  C. 

Commutes  "n'Ba^k5ng' an"  cr^nor  """"  '^"'""^  '"  "^'^  «""*  '''"''  »''"«'« 

Atlanta   Real   Estate  Board, 
By  W.  J.  Hogan,  Jr.,  President. 


[Telegrams] 

c?onsequences  will  result  to  the  roni  ocfof^  Ju„  /  /  Ja"uarj  i,  193 r,  serious 
StagStion  of  the  sale  of  prop^rUes  co^.tr,.^^^^^^^  .^°^.  to  business  in  general, 
result.    Overbuilding  of  Lwr^sideLefw^^^^^^^^  ^"^  January  l,  1937,  will 

l^^^l:^  «£  Z^]eXZ^  -^Z  ^uTncro^a^lf 

Salt  Lake  City  Chamber  of  Commerce. 


\, 
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^  TT  „   ^  Chicago,  III.,  January  16,  1939. 

Congressman  Henry  B.  Steaqall, 

Chairman  of  House  Banking  and  Curr&ncy  Committee, 

Washington,  D.  C. 
The  officers  and  directors  of  the  Illinois  State  Association  of  Real  Estate 
i^^rii.^'  p<>™P9sed  of  39  local  boards,  representing  the  important  communities 
of  Illinois,  being  mindful  of  the  very  great  benefit  that  Federal  Housing  Ad- 
ministration financing  has  been  to  the  home  owners  and  home  buyers  of  the 
Nation  also  to  business  in  general,  hereby  respectfully  petition  and  strongly 
urge  that  you  sponsor  legislation  which  will  extend  present  mortgage  insurance 
provisions  expiring  July  1,  1939. 

Geokgb  Schneider,  Jr., 

President. 
Mrs.  W.  H.  Wright, 

Business  MOfiager. 

North  Phu.adelphia  Realty  Board, 
Congressman  Henry  B.  Stbagall,  P^^iMelphia,  Pa.,  March  8,  1939. 

Chairman,  House  Committee  on  Banking  and  Currency, 
_.         ^  Washington,  D.  C. 

PhnrdelS?rSuv'L«r5^'tt'^^   t*  ^  r^"^^'  members'  meeting  of  the  North 
iv.^  A^^  .  .    !'^^"^  .Board,  the  matter  of  extending  title  2  of  the  Federal  Hons- 

to^tiOeV^^fXT'lf  *^^^P**"<^?  ^t  this  meeting  that  no  extension  be  granted 
to  title  2  of  the   Federal  Housing  Administration   Act-   and   furthermorp    « 

r^^aTrtiUelSfth^'/ZTT."'  ^'^^?  ^^'^  enclose  herewmt  ISg^r'thl 
We  remain!  Housing  Administration  Act  in  its  entirety. 

Very  truly  yours.  North  Phiiadelphia  Realty  Board, 

J.  Ward  Moffett,  Executive  Secretary. 

resolution 

istS  Act  VaTtSr2  wni  ^  *h-^  provisions  of  the  Federal  Housing  Admin- 
iscranon  Act,  that  title  2  will  be  discontinued  as  of  July  1,  1939 ;  and 

rJlZ^'t^ t\'^^^  ^^""^  l^f  ^"^S"^^  H«"«^"^  Administration  Act  is  fn  direct  com- 
petition  to  the  real-estate  profession :  Be  it  ^Anect  cum 

Resolved,  That  the  members  of  the  North  Philadelphia  Realty  Board  do  herebv 

repeal  Tf  mfefo'fZ  wZlZf^  '''^'  2  after  July  ?,  1939,  an^;]  rTco^tM 
repeal  or  title  2  of  the  Federal  Housing  Administration  Act  in  its  entirety. 

North  Philadfxphia  Realty  Board    [seal], 
Herman  C.  Idler,  President, 
Frederick  J.  Bohrer,  Secretary. 


Thb  Banking  and  Cubbency  CoMMirr™,    """'  "*"'''''  ^'■'  ^'"'"'  '•  '^''- 

House  of  Representatives: 
Strongly  object  to  provision  in  H.  R.  3232  extending  Federal  Housing  Admin 
istratiou  insurance  existing  construction  and  refinancing  f 01  the  fXwin^^^^ 
sons :  First,  there  is  now  as  much  evidence  of  overextension  as  there  wars^rHt; 
of  mortgage  money,  which  was  the  only  justification  frFederarHousinfAd^ 
ministration  insurance  on  existing  constniction  at  time  Federaf  Hoii^ri^  Adi^n " 
istration  was  created.     Second,   in   our  community   approv^  mortg^e^fX' 

faZi tTel^Z^^ZlVr^^^^^  ^"r"  -^-^"4  to^^selMtm  i?erormor^ 
gaging  ineir  iiome  and  further  endeavoring  to  raid  mortgage  portfolios  held 

by  savings  and  loan  associations,  suggesting  that  they  earg?  forX  morLa^^^ 

a  larger  loan  than  he  already  has,  the  most  active  mortg^e  i^th^^^?k  befne 

one  which  makes  its  commission  and  immediately  sel^  to  FederarNatioiaf 

~?s%n7tr  the  detH?^'  ^^T.'  *'^^^^^  "^^^^  GoveriLnt  ci'^dit'^t  ^^^^^ 
are  not  Lmnff  r?i/tht  PnV^^  of  Other  governmental  instrumentalities  which 

are  not  calling  on  the  Government  for  additional  credit.     Surely  there  is  nothing 

SinT  mo^^^^^  ''ZV^''''l  '"  "^"^'^^^^^  ^^-^  bomLTLcreat'' af 

existing  mortgage  when  the  owner  has  expressed  no  need  for  it.    Third,  if 
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UBder  the  present  $3,000,000,000  limitation  thejjjre  /Iready  fii^^^^ 
to  use  high-pressure  methods,  what  may  we  expect  if  the  fate  Ime  as  to  e^simg; 
construction  and  refinancing  is  eliminated  and  ^^e  Ij^^t  m  ^^^^^^^^ 
Federal  Housing  Administration  as  to  new  construction  is  doing  constructive- 
work,  and  we  are  glad  to  cooperate.  Frank  Chase, 

Member  Federal  Homing  Admin M ration  Savings  and  Loan  Advisory 
Council  Jn^^^^^  Chase  Federal  Savings  and  Loan  Associattm.. 


H 


Nkwabk,  N.  X,  March  1,  1939. 
The  House  Banking  and  Currency  Committee: 

I  strongly  protest  against  extending  Federal  Housing  Admiuistmtion  insur 
ance  on  exMing  construction  and  for  refinancing  purposes  as  provided  m  H   R 
i^.     Suci  extens^'n  is  unnecessary  and  will  work  to  the  detriment  of  present 
home-financmg  institutions.  ^^^,^^^  ^^   ^^^^ 

Member,  Federal  Housing  Administration  Savings  and  Loan  Advisory  CotmciL 


[Telegram] 


Ann  Arbor,  Mich.,  }farc1i  1,  1939^ 

House  Banking  and  Curkency  Committee, 

Wat<hinyton,D.  C: 

Wish  to  protest  extension  of  F.  H.  A.  insurance  on  existing  ^?»«truction  and 
r*.fiVnncii4  as  nrovided  in  H.  R.  3232.  This  is  contrary  to  the  intention  of  the 
?resfden?  and  F  I  A.  Admiidstrator  as  previously  expressed  befoi^  Congress 
Tnd  jcmr  cmnniittee.  Such  acti<m  would  continue  the  Government  m  competi- 
tion with  local  thrift  and  home-financing  institutions  of  our  country. 

William  C.  Walz, 
Federal  Houmuj  Administration  Savings  and  Loan  Advisory  Council. 


Missouri  State  League  of 
Building  ani>  Loan  Associations, 

Kansas  City,  ATo.,  March  7, 1939^ 

Hon.  Henry  B.  Stf:agall, 

Chairman,  House  Banking  and  Currency  Committee, 

House  Office  Building,  Washington,  D.  C. 

Dear  Mr.  Steagali.:  Missouri's  221  mutual  thrift  and  l^?»"f -fi"''"^*^"^,  \"f  i^J': 
tions,  having  a  total  membership  of  over  168,0<.0,  are  so  vitall.v  afCected  bj  the 
prop<ised  legislation  amending  title  II  of  the  Fe<leral  Housing  Act,  that  xse  are 
addressing  you  in  a  plea  for  assistance.  ^.       o    .f  h    n    -^-no  and. 

Briefly,  we  desire  to  record  our  opposition  to  section  2  of  H.  K.  6J^^  anoi 
S.  lOOT,  making  it  the  permanent  policy  of  the  Government  to  i"^;"^^^^^*.^^;^^^^ 
on  existing  properties,  and  to  section  3,  enabling  any  individual,  broker,  dealer, 
or  developer  to  originate  Federal  Housing  Administrtion  mortgage  paper. 

Our  community  institutions  are  being  hampered  and  hurt  by  foreign  lenders 
and  direct  Government  purchases  of  Federal  Housing  Administration  "^"if^ 
mortgages.  The  termination  on  July  1,  1939,  of  the  activities  of  the  Federal 
Housing  Administration  in  insuring  mortgages  on  existing  constniction,  as  tne 
statute  now  provides,  will  encourage  and  strengthen  every  such  institution  m 

Contfnued  insurance  of  refinancing  loans  means  home  mortgages  will  be  taken 
from  local  institutions  and  placed  in  the  hands  of  distant  investors  who  would" 
have  no  interest  whatever  in  working  out  community  home-ownership  problems, 
if  another  crisis  should  occur.  It  means  foreclosure  under  arbitrary  rules  as^ 
contrasted  with  the  policy  of  helping  the  home  owner  in  distress  to  work  out  his 
diflSculties  that  has  been  practiced  by  savings,  building  and  l«»an  associations 

The.se  associations  are  loc-al,  community  enterprises,  organized  and  opera  tea  t(v 
promote  thrift  an  home  ownership.  They  lend  practically  every  dollar  invested 
in  them  on  home  mortgages  under  a  plan  regarded  as  being  equally  in  the  Dor- 
rower's  interest.     Continuation  of  refinancing  home  mortgages  means  continuett 
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raiding  of  their  portfolios  and  the  fostering  of  activities  injurious  to  them 
without  accompanying  public  benefit.  ,.       ^      ^v.     r^  *  ♦^ 

It  has  been  argued  that  it  is  sound  public  policy  for  the  Government  to 
assume  substantial  risks  by  underwriting  mortgages  on  new  construction  since 
the  stimulation  of  home  building  increases  employment  in  the  building  trades 
and  the  sale  of  building  materials.  No  such  reason  can  be  advanced  in  support 
of  loans  on  homes  already  built. 

There  is  ground  for  uneasiness,  if  not  alarm,  in  that  mortgages  are  being 
made  and  sold  to  the  Government  which  private  lenders  know  from  experience 
are  neither  safe  risks  for  savings  funds  nor  proper  obligations  for  the  bor- 
rowers themselves.  The  whole  real-estate  field  is  beuig  endangered  by  activities 
tending  to  bring  a  return  of  the  conditions  that  cause<l  the  real-estate  collapse 
of  the  late  1920's,  notably  excessive  loans  and  too  small  equities. 

Section  3  provides  that  mortgages  may  be  originated  by  brokers  and  others 
who  are  not  approved  mortgagees,  and  may  be  insured  by  assignment  to  an 
approved  mortgagee.  This  throws  the  field  wide  open  to  the  individual,  the 
speculative  builder,  or  shoestring  operator,  who  cannot  qualify. 

Will  encouragement  be  given  community  institutions,  such  as  savings  banks, 
building  and  loan  associations,  and  the  like,  or  shall  mortgages  be  made  by 
individuals,  builders,  or  developers,  regardless  of  their  financial  strength  and 
responsibility,  and  sold  to  the  Government? 

The  system  of  cooperative  community  institutions,  reinvesting  local  sayings 
and  capital  in  the  community,  best  stood  the  test  of  the  recent  depression  in 
Missouri,  has  a  long  and  honorable  record  of  service,  and  should  be  continued. 
Section  3  casts  utterly  aside  the  concept  of  community  and  institutional  re- 
sponsibility for  the  conduct  of  home  financing  activities. 

On  behalf  of  the  saving,  investing,  and  borrowing  members  of  Missouri  s 
mutual  thrift  and  home  financing  institutions,  we  appeal  to  you  to  oppose  this 
measure,  since  it  is  detrimental  to  them,  is  not  in  the  public  interest,  and  there- 
fore we  feel  it  has  no  claim  to  your  support. 

Yours  sincerely,  Wm.  P.  Sayre, 

Secretary-Treasurer,  Kansas  Ciiy, 


[Telegram] 


Berkeley,  Caijp.,  March  12,  J939. 

Congressman  Steaoall, 

Chairman,  House  Banking  and  Currency  Committee, 

WashingtOfi,  D.  C: 

The  President  of  the  United  States,  in  his  message  to  Congress  of  November 
1937,  and  Federal  Housing  Administrator  Stewart  MacDonald  have  gone  on 
record  as  desiring  to  discontinue  that  phase  of  the  Federal  House  Administra- 
tion making  the  insuring  of  refinancing  loans  a  matter  of  permanent  policy. 
An  extension  of  this  Federal  Housing  Administration  feature  therefore  is  con- 
trary to  the  stated  intention  of  the  President  and  of  the  Federal  Housing 
Administration  itself  the  last  time  it  requested  further  aid  from  Congress. 

Furthermore,  the  real-estate  depression  from  which  we  are  just  recovering 
now  was  brought  about  by  too  much  credit  being  extended  on  real-estate  pur- 
chases. It  is  our  opinion  that  80-  and  90-percent  loans  on  existing  real  estate 
on  an  F.  H.  A.  basis  will  bring  about  another  reaction  with  ultimate  loss  to 
taxpayers.  In  conformity  with  the  above  and  the  established  fact  that  ample 
funds  are  available  for  refinancing  purposes  through  banks,  building  and  loan 
associations,  and  insurance  companies  on  their  own  liberal  loan  plans,  we  urge 
the  extension  of  the  refinancing  feature  of  the  Federal  Housing  Administration 

be  discontinued. 

Berkeley  Guarantee  Building  &  Loan  Association. 


[Telegram] 


St.  Louis,  Mo.,  January  25,  19S9. 

Hon.  Henry  B.  Stbaoalt., 

Senate  Office  Building,  Washington,  D.  C: 
St.  Louis  Real  Estate  Board,  comprising  290  members,  firmly  opposed  to 
pending  legislation  extending  certain  phases  of  the  Federal  Housing  Adminis- 
tration for  reasons  contained  in  letter  to  follow. 

St.  Louis  Real  Estate  Exchange. 
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[Telegram] 

Hon.  Henry  B.  Stbagall,  Birmingham,  Ala.,  March  6,  19S9. 

House  Office  Building,  Wdshingtcyn,  D.  C: 
After  carefully  considering  the  content  of  H.  R.  3232,  I  fail  to  see  where 
the  home  owner  would  be  materially  benefitted  by  the  extension  of  Federal 
Housing  Administration  insurance  on  existing  properties.  The  continuance  of 
this  insurance  on  existing  properties  will  prove  a  serious  handicap  to  local 
thrift  institutions  and  in  many  cases  these  refinanced  mortgages  are  sold  to 
out-of-state  investors.  I  urge  that  you  limit  Federal  Housing  Administration 
insurance  to  the  field  for  which  it  was  originally  intended— that  of  new 
construction.  F.  M.  Jackson. 


Jefferson  Federaj.  Savings  &  Loan  Association, 

Birmingham,  Ala.,  March  8,  1939. 
Hon.  Henry  B.  Steagall, 

House  Office  Building,  Washington,  D.  C. 

Dear  Henry:  My  wire  to  you  on  the  6th  urged  that  you  limit  the  Federal 
Housing  Administration  insurance  to  mortgages  to  the  field  of  new  construction. 

My  reason  for  this  request  is  that  I  am  convinced  that  the  insurance  of  exist- 
ing mortgages  certainly  does  not  tend  to  encourage  or  strengthen  private  busi- 
ness in  any  way  but  results  in  many  of  the  best  mortgages  held  by  these  private 
thrift  institutions  being  taken  over  by  one  of  the  mortgage  brokers  and  in  most 
cases  sold  to  some  outside  interest.  The  broker's  sole  interest  in  the  matter  is 
thQ  money  he  can  make  out  of  the  expenses  of  the  transaction;  the  borrower 
does  not  know  that  his  mortgage  may  shortly  be  owned  by  some  outside  interest 
to  whom  he  can  have  no  appeal  in  case  of  temporary  adversity. 

I  raise  no  objection  to  the  continuance  of  the  Federal  Housing  Administration 
insurance  on  mortgages  for  new  construction,  as  it  is  imminently  sounder  to 
subsidize  employment  than  to  continue  so  much  relief  for  unemployment,  though, 
after  all,  most  of  the  benefit  of  the  plan  is  going  to  the  seller  of  the  materials 
used ;  there  has  been  no  reduction  of  the  cost  of  the  construction  of  these  new 
houses,  and  in  many  cases  mortgages  are  insured  for  an  amount  in  excess  of 
the  construction  cost. 

As  to  the  govenimentally  subsidized  housing,  only  time  can  tell  just  what  will 
be  the  ultimate  effect  on  the  communities  and  the  occupants  themselves.  Many 
of  these  people  will  be  citizens  who  ought  to  live  in  a  home  of  their  own  and 
have  an  active  interest  in  their  communities  and  the  cost  of  its  government, 
wliile  so  long  as  they  occupy  quarters  which  are  to  some  extent  paid  for  by 
the  public  they  also  are  benefiting  from  use  of  schools  and  other  things  at  the 
cost  of  other  taxpayers.  The  Cahaba  Village  project,  in  our  own  immediate 
community,  is  a  shining  example;  only  half  occupied  up  to  this  time,  no  sale 
price  or  terms  yet  fixed,  and  the  cost  of  living  there  more  than  similar  quarters 
in  the  city  without  the  cost  of  transjMirtation  to  place  of  employment.  A  terrific 
loss  of  public  funds  in  this  and  similar  projects  is  inevitable. 

Again,  I  urge  that  the  Federal  Housing  Administration  insurance  on  existing 

construction  be  terminated  in  accordance  with  the  present  law. 

Yours  very  tnily, 

F.  M.  Jackson,  President. 


Hon.  Henry  B.  Steagall,  Birmingham,  Ala.,  March  3,  1939. 

House  03ce  Building,  Washington,  D.  C: 
At  a  meeting  today  of  Alabama  Building  and  Loan  League  and  many  of  the 
mortgage-loan  companies  who  are  directly  in  competition  with  Federal  Housing 
Administration  in  making  small  monthly  loans  to  home  owners  on  existing  con- 
struction it  was  definitely  decided  to  urge  that  you  eliminate  from  your  bill 
this  particular  field,  with  the  understanding  that  only  loans  on  new  construction 
in  the  future  be  insured  by  Federal  Housing  Administration.  We  urge  that  the 
act  be  not  amended  in  such  a  way  as  to  extend  the  time  to  July  1,  1939,  giving 
the  Federal  Housing  Administration  the  right  to  insurance  loans  upon  existing 
construction.  This  in  line  with  the  President's  ideas  as  conveyed  to  the  Con- 
gress in  November  1937  and  the  Administrator  of  the  Federal  Housing  Adminis- 
tration about  the  same  time.  There  are  ample  idle  funds  in  all  communities  to 
more  than  take  care  of  any  applications  on  existing  construction  at  an  expense 
not  in  excess  of  Federal  Housing  Administration  charges  and  in  many  cases 
much  less,  and  the  interest  rates  are  comparable  to  those  charged  under  Federal 
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Housing  Administration  plan.  You  will  realize  that  at  the  same  cost  and  the 
same  interest  rate  all  applications  will  go  to  Federal  Housmg  Administration, 
as  many  people  believe  that  their  entire  loans  will  be  ultimately  canceled  by 
some  act  of  Congress.  Many  of  our  existing  mortgages  are  being  refinanced 
under  the  Federal  Housing  Administration  plan  by  brokers  at  no  savings  to  the 
borrowers.  And  the  refinanced  mortgages  sold  to  out-of-State  insurance  com- 
panies and  other  eastern  investors.  Thus  you  can  see  that  we  are  not  only 
surrendering  our  present  mortgages,  but  if  this  condition  continues  we  will  be 
excluded  from  future  loans  on  existing  construction  and,  therefore,  be  put  out 

of  business.  ,,  «t  « .   „,^ 

B.  W.  Saucier, 

Chairman,  Executive  Committee. 


Denver,  Colo.,  January  11,  1939. 

Congressman  Henry  B.  Steiagall, 

Chairman  of  House  Banking  and  Currency  Committee: 
Whereas  it  has  been  called  to  our  attention  that  the  authority  of  the  Federal 
Housing  Administration  to  make  new  loans,  will,  under  the  present  act,  expire 

*^"whereas  considerable  pressure  is  being  exerted  in  certain  quarters  for  a 
further  extension  of  said  act :  Now,  therefore,  be  It  •  ,.        «*    i>^^i 

Resolved  hy  the  board  of  directors  of  the  Colorado  Association  of  Real 
Estate  Boards,  That  we  are  opposed  to  any  further  extension  of  said  act, 
either  pertaining  to  new  construction  or  to  existing  structures.  It  is  our  belief 
that  private  funds  are  available  in  more  than  sufficient  quantity  to  meet  all 
requirements  and  that  these  private  funds  are  not  only  available  but  are 
anxious  for  an  opportunity  to  be  put  to  work.  We  believe  recovery  will  be 
greatly  promoted  by  the  withdrawal  of  the  Government  and  its  various  agencies 
from  this  field.  We  believe  that  the  continuance  of  this  governmental  agency 
in  the  loan  business  will  have  a  permanent  injurious  effect  upon  the  real-estate 
business.  The  continuance  of  Federal  Housing  Act  loans  on  existing  structures 
is  particularly  unnecessary  and  hurtful  to  the  loan-  and  real-estate  biisiness 
andcannot  be  said  in  any  sense  to  promote  the  construction  business.  We  feel 
that  this  field  should  without  question  be  left  to  private  capital. 

Paul  D.  Ambrose, 
Secretary,  Colorado  Association  of  Real  Estate  Boards. 


New  York,  N.  Y. 

Hon.  Henry  B.  Steagall, 

Member,  United  States  Congress, 

Office  Building,  Washington,  D.  C: 

Understand  amendment  being  considered  to  title  I,  National  Housing  Act,  to 
require  payment  of  an  insurance  premium  by  insured  financial  institutions 
without  any  compensating  provision  permitting  increased  service  charge  Based 
on  our  Nation-wide  experience  handling  a  large  volume  of  this  type  of  business, 
we  believe  this  would  tend  to  restrict  extension  of  modernization  credits  where 
most  needed ;  namely,  for  lower-income  borrowers  requiring  credit  for  repairs 
and  improvements  costing  in  neighborhood  of  from  $100  to  $200  and  financed 
for  periods  up  to  3  years,  because  it  costs  as  much  to  handle  a  small  transaction 
as  a  large  one.  These  smaller  transactions  are  presently  unprofitable  but  never- 
theless are  financed  as  part  of  a  rounded  service  which  comprehends  a  com- 
pensation  volume  of  larger  transactions.  If  present  statutory  service  charge  is 
in  effect  reduced  by  the  amount  of  a  required  Insurance  premium,  the  residue 
of  the  service  charge  will  afl'ord  institutions  less  latitude  for  financing  the 
smaller  accounts  and,  as  to  larger  items,  for  rendering  as  comprehensive  credit 
and  collection  effort  as  under  present  provisions  before  filing  claims  against  the 
Government.  This  will  result  in  accelerating  the  filing  or  otherwise  avoidable 
claims  and  increasing  F.  H.  A.  operating  expenses,  claim  payments,  and  losses 
by  the  Government  in  final  liquidation.  Compensation  for  such  results,  in  our 
judgment,  cannot  possibly  be  ofl!set  by  revenues  from  premium  payments. 

The  Government  as  insurer  is  interested  in  restricting  losses  and  oi^erating 
expenses  and  we  sympathize  with  this  view.  As  a  constructive  suggestion^  we 
would  advocate  reducing  insurance  coverage  from  10  to  7  percent  Based  on 
our  exnerience  we  believe  such  a  reduction  of  Government  insurance  coverage 
will  not  restrict  extension  of  credits  but  will  result  in  more  effective  collection 
efforts  by  insured  institutions  with  resulting  saving  in  F.  H.  A.  operating  costs 
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and  losses.    Tbis  we  believe  would  be  more  effective  ^^  1««^^^^^^J^,  «^^^^^^^^^ 
ing  claims  and  minimizing  final  loss  experience  of  tbe  Government  man  lue 
requiring  of  a  premium  payment.  ^  ^   DiEn«, 

President,  Commercial  Imestment  Trust,  Jnc, 


Merchants  Bank, 
Kansas  City,  Mo.,  March  6,  X939. 

Hon  Henby  B.  Steaoall, 

'chairman,  Committee  on  Bwnking  and  Curreticy,       ^^,...„    r.   ^ 
House  of  Repres0MotivC8  Office  Building,  Washington,  D.  c. 

to  the  National  Housing  Act,  known  as  House  bill  323^. 

Yours  very  truly.  ^^  ^  Lbbrbcht,  President. 


Hon.  Henry  B.  Steaoall,  ^    ^ .     ,        j.   n 

House  of  Representatives,  Washington,  D.  C, 
dZj,  Sib-  a  national  scandal  is  in  the  making  in  connection  with  home 
L»EAB  &IB.  A  ua^i     "  ^..j    J  fijiancing  of  new  construction  m  this 

""under  oresent  conditions  these  loans  for  the  construction  of  homes  are  being 
grL"^  with  sucHoose  qualifications  that  It  has  now  become  a  racket  of  the 

"  We"'^%i?tl?ny  muest  that  an  Investigation  by  the  Federal  Burean  rf 
i^lltno^t?™  li  made  which  will  uncover  violations  of  both  the  spirit  and 
wTpfStrF^eral  Housing  A^t  that  the  credit  statements  on  which  many  of 
th^  l"ha^S^n  made  would  not  Justify  the  extension  of  the  amount  of 
cridit  tT  fte  b^^owers,  because  of  their  low  income  and  therefore  th«r 'uabil- 
itv  to  make  such  high  payments  over  the  limited  period  of  time.  Under  the 
iSidanS  ol  fteF^al  Housing  Administration  certain  definite  rules  have 
b^n  ^?ont  for  credit  In  connection  with  title  II  financing.  These  rule«  have 
^S  not  only  U^ed  but  absolutely  thrown  overboard  in  granting  of  loans 

*°CoUusionTlw<^n°  owners  and  contractors  has  resulted  In  the  building  of 
thShXstaMeasta  which  substantial  homes  have  heretofore  been  con- 
ste^tiS^Tith^he  resul  thit  there  is  a  depreciation  of  the  tof-o;^^f '«  ''^kh 
were  made  in  good  faith.  No  distinction  has  been  "^/tff^t^  Tf«-readi- 
this  tvne  of  financing  Is  allowed,  so  that  a  wide  area  is  affected.  So  far  reacn 
S^taftiis  S  that  even  the  better  residential  districts  of  souther  Cri^^ 
fornia  arc  feeling  the  effect.  The  type  of  worknwnship  and  the  general  comw^^ 
of  Uiis  type  of  business  Is  such  that  it  puts  to  dbame  the  old-time  jerry-buUder 

"TnyVfTs^'homes  have  been  constructed  on  lots  with  «"  |^|f  g«jj°f  i^. 
of  thP  dood  restrictions,  construction  requirements  of  the  Federal  Housing  AU 
S^nttratlS.,' anf  aU  The  rules  of  decency  as  regards  communi^  Zttl'^^^r 
Protests  have  been  made  by  property  owners  in  North  Hollywood,  ana  m  omer 
com^S^et  and  toe  attach^'^artTcle  in  the  Burbank  Review  states  the  situa- 

XHx^lKTm^nTt'aiks  have  been  given  before  the  North  H^lywood  and 
OlendaSf  ^al^tete  bodies  by  representatives  of  the  Federal  Housing  Ad- 
mlXrati^  ^Sh  not  only  condoSe.  but  encourage  this  type  of  financing  and 
Tonlfmctlon:  JSher  investigation  will  reveal  tiie  fact  that  many  of  the 
ancles  which  are  now  being  worked  were  introduced  by  them.  ,^„^i„„ 

me^crSlt  tastttutions  lend,  with  the  ^^l^ ^^^^^l^^^^  ^f  ^^^i^.^l^^^^^^^^^ 
that  they  impair  the  ability  of  the  borrower  to  repay,  It  ^s  »  ^Pf  f^^,^^„^nt 
ir^ .  h«f  u  hppompa  far  more  dangerous  when  we  find  credit  institutions  ap- 
STeLt^f  worS^to  h^rSony  Federal  Houshig  Administration,  a 

gJ>vernLr-d^s^^^^  holly  with  the  ostensible  purpose  of  protecting  a  man's 
ability  to  repay. 
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Thflt  ia  nreciselv  what  is  happening  In  the  perversion  of  the  intent  and  pur- 
W^of  tital  I  of  th^F^^^^^  Housing  Act.  Obviously,  the  homes^o^^tructed 
Srthl  provision  appeal  only  to  those  in  the  ^^^^^f^^^^^^^^i  ^i^^ 
flnii  thP  untenable  condition  forced  upon  the  borrower  of  the  shortest  possioie 
?erm  o?  payment  to  subsequently  liquidate  his  indebtedness  when  this  type  of 
S>wer  should  have  the  benefit  of  the  most  extended  terms. 

We  therefore,  charge  that  the  Fedei^l  Housing  Administration,  in  opening 
fuie  T  to  new  construction,  has  perverted  its  original  purpose,  impairs  by  its 
very  LrL  toe  abUl^^^^^^^^  boriwer  to  repay,  and  therefore  works  m  concert 
in  fl  vicious  cycle  which  must  end  in  a  national  scandal.      .       .     ^    ,      ^,         ^ 

TitVe  I  as  now  used  in  connection  wito  new  construction  is  destructive  of 
va™    encourages  improper  construction,  destroys  potential  home  owners,  and 

^^^nVTsS^^^^^^^^  through  its  improper 

use     We  find  credit  institutions  making  house-to-house  solicitations  to  further 

^  wTfinXYSoT^op^^^^^^^^  is  permitting  the  construction  of  houses 

thS  cannot  Soss^bly  fulfil  their  purposes,  wito  toe  resultant  loss  to  those  who 
arf  leLt  abirto  sustain  it,  as  well  as  loss  to  the  credit  institution  and  to  toe 

^Te^FS'^sl^ings  and  Loan  Institute  of  California  comprises  37  institu- 
tions  onerating  un^^^^  charter,  and  it  is  the  desire  of  each  to  pursue  a 

sounV^^^rsrofT^^^^       that  will  reflect  credit  on  tbeir  Federal^^^^^^^ 
uDon  the  institution  itself.    Most  of  the  members  are  making  title  II  Federal 
^^^ainff  loVns   and  few,  if  any,  will  permit  themselves  to  be  drawn  into  a 
forte? thaT is  ce?tainTi  be  destructlvVto  all  of  the  values  surrounding  the 
otrlslnal  nurposes  of  Federal  Housing  Administration. 

We  reqSest  your  immediate  action  in  a  full  and  complete  investigation  of  the 
Improper  purposes  to  which  title  I  is  being  applied. 

Yours  truly,  ^   ^  Limngood,  Hecretary. 

RESOLUTION 

Whereas  certain  provisions  of  the  National  Housing  Administration  Act.  as 
iimended,  namely,  section  2  of  said  act,  providing  for  insurance  of  the  so-called 
modernization  loans  expires  July  1,  1939;  and  «^„^ 

Whereas  section  20:^A  of  said  act  limits  the  national  mortgage  insurance 
lifter  July  1,  1939,  to  mortgages  secured  by  new  homes  and  property  previously 
<.'Overed  by  insured  mortgage ;  and  ^        :^«  4.«  t„w 

Whereas  section  203-B-3  limits  the  25-year  loan  to  loans  made  prior  to  July 

^'  Whereas  it  is  the  feeling  of  the  league  here  assembled  that  the  national  credit 
.should  not  be  used  to  underwrite  private  enterprise  except  in  case  of  a  national 
emergency  and  that  a  national  emergency  does  not  exist  with  reference  to 

usection  2  of  said  act ;  and  ^^  ^  ^^  ^  «„  *v« 

Whereas  it  is  the  opinion  of  the  group  here  assembled  that  never  in  toe 
history  of  the  country  has  there  been  as  large  an  amount  of  funds  available 
for  tlie  investment  in  home  mortgages  as  there  exists  today,  and  it  is  nirtJier 
the  opinion  that  the  home-mortgage  institutions  of  this  country  can  adequately 
:flnance  any  building  program  that  is  necessary  to  meet  the  housing  needs  oi 

the  country  today ;  and  ««.vo^ 

Whereas  said  National  Housing  Administration  was  created  for  the  purpose 
of  creating  employment  in  the  building  trades,  and  that  the  refinancing  of  the 
existing  mortgages  in  no  way  creates  employment  in  toe  building  trades  nor 
in  any  way  assists  in  the  major  objectives  of  the  National  Housing  Adminis- 
tration; and  ^  .  ^.  ^  «4. 
Whereas  the  refinancing  of  existing  mortgages  creates  an  Incentive  for  mort- 
gage brokers  to  solicit  the  mortgages  held  by  associations,  and  refinance  same, 
making  a  refinancing  profit  in  the  transaction  but  In  no  way  benefiting  toe 

borrower;  and                              ^    ,                 ^  v-i  ^  ^».  i.  *i.  i     *     *^u^ 

Whereas  It  is  the  opinion  of  the  group  here  assembled  toat  it  is  to  the 
t)est  interests  of  the  home-financing  business  of  this  country  and  the  home 
owners  and  last  but  not  least,  Jthe  :G6VfTyime5it,  that  the  Federal  Government 
should  no  longer  extend  its  credit  i^  Jhe  refcifincing-.of  mortgages  on  existing 
mortgages ;  and  '        *        '     * 
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Whereas  it  is  the  opinion  of  this  group  that  after  July  1,  1989,  that  the> 
NaUrarnoLing  Act  be  restricted  to  the  insurance  of  new  homes  and  prop^ 
erty  previously  covered  by  insurance  mortgage;  and  pxnerience 

Whereas  it  is  the  judgment  of  the  group  here  assembled  tl^\ the  experience 
of  over  100  years  in  the  liome-financing  industry  has  led  the  leaders  oi  saia 
indultrv  to  recommend  that  loans  should  not  be  made  havmg  maturities  of 
Seate7than  15  y^ars,  and  further  that  the  practice  of  making  25-year  loans  i^ 
fnso^Tnd  and  that  it 'is  unjust  to  the  l>orrower  in  that  it  encourages^b^^^ 
purchase  a  home  that  he  cannot  afford  to  pay  for  or  to  1^^%^'  ^^/^  *^5^,^\\^^ 
SSIound  from  the  mortgage-lending  standpoint  for  ?ie  reason  l^hat  the  red^^^^^^ 
of  principal  during  the  first  few  years  of  the  loan  is  less  than  the  depreciation 

'''RlfoZriy''inTTkX^^^^^  convention  of  iKe  Cotorado  State 

BMdina  and  Loan  League  in  convention  assembled  at  Colorado  Springs,  Colo 
letruan,  T  19s7,  T^at  the  convention  adopt  the  following  resolutions  and 
flnmngs    and  that  a  copy   of  said  resolutions  be   sent  to   the   Senators  and 
nnnOTPssmen  representing  this  State  at  Washington:  ^  ^  ^^ 

^r^hTsS^tion  II  of  the  National  Housing  Administration  Act  as  amended  be 
not' renewed  and  that  same  be  allowed  to  expire  as  of  July  1,  19dy. 

2  ThaTsection  203-A  of  the  National  Housing  Administration  Act,  aa  amended. 

be  neTfh'erTltTred  nor  amended  by  the  ---\-^/-«C,tf?eT?utv  T  1939 'the - 
to  the  refinancing  for  mortgages  in  general,  and  that  after  July  1,  i\)6\),  the 
NatSnal  Housing  Act  discontinue  the  refinancing  of  existing  mortgages. 

3  That  sJit  on  203-B-3,  with  reference  to  25-year  loans,  be  neither  altered 
nor  amendliin  such  way  as  to  continue  the  insurance  of  loans  havmg  maturities 

""^^httl'his  league,  while  being  in  sympathy  with  the  major  objectives  of  the 
F^eral  Housing  Administration,  desires  to  place  itself  on  record  that  it  is  of 
fhf  opinion  tZ^he  home-financing  agencies  of  the  Nation  have  sufficient  funds 
available  to  adequately  finance  the  noninsured  loans,  a  home-building  program 
Srsufflcient  volume  to  adequately  take  care  of  the  housing  needs  of  this  country, 
and  is  ready  and  willing  to  carry  out  such  a  program. 
February  4,  1939,  in  convention,  Colorado  Springs,  Colo. 
,         ,  P.  L.  Neuschakfeb, 

^        ^  President,  Savings  and  Loan  League  of  Colorado., 

H.  W.  Ramee, 
Secretary,  Savings  and  Loan  League  of  Colorado. 


.^» 
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RESOLUTION 

Whereas  there  has  been  introduced  biUs  in  Congress  at  Washington  asking 
for  a  reduction  of  interest  rates  held  by  the  Home  Owners'  Loan  Corporation , 

""whereas  the  Home  Owners'  Loan  Corporation  has  been  operating  at  a  loss; 

Whereas  any  reduction  in  interest  rates  would  create  a  further  loss  that 
wo^ld  n^esLry  ha^^^^^  to  be  paid  for  by  the  citizens  of  the  United  States ;  and 

Whereas  the  parties  benefited  only  represent  a  very  small  portion  of  tile 
population  of  thiV  country  and  any  reduction  in  interest  rates  wo^d  to  eff^^^ 
be  a  subsidy  to  a  small  group  of  people  at  the  expense  of  the  citi^ns  and  t^ 
payers  of  this  country,  most  of  whom  are  as  much  entitled  to  a  subsidy  from 
the  Government  of  their  homes  as  the  holders  of  the  properties  on  which  the 
Home  Owners'  Loan  Corporation  holds  loans,  and  such  procedure  would  result 
to  Se  payment  by  the  Government  of  an  indirect  bonus  to  the  few  at  the  expense 

""^ ^toZ^7by^th7 cXradl%m^^  amd  Loan  League  at  its  thirty-second 

annlal  convmtion.  That  said  league  is  opposed  to  any  change  or  reduction  m  the 
interest  rates  charged  by  the  Home  Owners'  Loan  Corporation  and  that  a  copy 
of  this  resolution  be  sent  to  the  Senators  and  Congressmen  representmg  the 
State  of  Colorado  at  Washington. 
February  4, 1939,  in  convention,  Colorado  Springs,  Colo. 
rsR^i  .....  P.  L.  Neuschakfeb, 

•■^^^  Presldhrii,  SoMngs  knd  Loan  League  of  Colorado, 

H.  W.  Ramee, 
Secretary,  Savings  and  Loan  League  of  Colorado. 
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